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Introductory Note
of the American Institute of Accountants resolved that
the customary yearbook be omitted for the fiscal year 1943-1944.
Therefore, the committee reports normally published in the yearbook
are being issued to the members in this pamphlet form. A list of
members and associates admitted since the appearance of the 1942
yearbook last spring will be sent to all members early in 1944. The
decision to omit one issue of the yearbook is based on the desire to
conserve paper and manpower. The 1943-1944 edition of the year
book will be published next fall.
John L. Carey, Secretary
13 East 41st Street, New York
December 15, 1943
ouncil
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Report of the President of the American Institute of Accountants
giving particular attention to the standing
of the certified public accountant in rela
tion to government, and the attitude of
governmental agencies toward the work
of professional accountants.
It would be impossible without combing
our roster of more than seven thousand
members, to single out for particular men
tion members who have rendered especially
outstanding services. I do, however, wish
to call to your attention the fact that the
Army has as director of its fiscal divi
sion, Army Service Forces, Major General
Arthur H. Carter and that the Navy has
as chief of the cost and audit division of
the Office of Procurement and Materiel
Commander Norman L. McLaren, who
entered the Navy last year during his
term as president of the Institute. We pay
sincere tribute to the following members
who have either made the supreme sacri
fice for their country or have been re
ported missing:

The Institute during this second year of
our country’s active participation in the
war has had many problems to meet, which,
by the unselfish services of members, com
mittees, staff, and officers, have, I believe,
been handled in such a creditable way that
its position as the national organization of
professional accountants has been con
tinually and consistently improved and ex
tended. Our members are gladly serving
in the armed forces, wherever the authori
ties decide they can serve best; they have
been assigned to some of the most im
portant positions connected with the fiscal
affairs of the Army and the Navy, and
their technical skill has been recognized
in almost every war agency engaged in
the supreme task of organizing, admin
istering, and financing the winning of the
war. Those in the armed forces, whether
as privates, non-commissioned or commis
sioned officers, have acquitted themselves
in a manner which leaves those of us who
have not been privileged to be in uniform
determined to render the finest accounting
possible of our own services in civilian
work. This has ranged all the way from
air warden and other forms of civilian
defense work, to civil air patrol, selling
war bonds, membership on rationing boards
and on a national scale, key positions in
the accounting and auditing branches of
the Army, the Navy, the Maritime Com
mission, the War Production Board, the
Office of Price Administration, and the
Reconstruction Finance Corporation. Six
special war committees have devoted a
great amount of time to assisting in every
possible way to the objective of providing
the most effective use of the nation’s pro
ductive capacity and manpower; these
committees were appointed at the begin
ning of the year to deal with the particular
kinds of problems indicated by the names
of the committees:
Methods of Limiting War Profits
Government Audit of Contractors Costs
Priorities and Allocations
Statistical Reports by Industry
Price Control
Accounting Manpower
During the year an additional group whose
work has had special significance has been

Ensign Walter S. Savage, Jr.—died in
service at Pearl Harbor.
Major Howard Hinman—reported
missing on Bataan.
Ensign Harry E. Black—killed on active
duty as a Naval Aviator.
Lt. James M. Dodson—reported missing
in action while acting as a navigator
on a Flying Fortress over Germany.
Those of us left in public practice have
been loaded with more complicated ques
tions on which clients have needed our
help than have been presented since 1918,
the intricacies of renegotiation, wage
stabilization, excess-profits tax computa
tions and claims for relief therefrom, vic
tory tax, withholding tax, declarations of
estimated tax liability, and trying to con
vince clients that congressional talk of
forgiveness of a portion of the 1942 or
1943 tax really had the result of increas
ing their taxes for the current year rather
than reducing their liabilities. With per
sonnel much reduced and work greatly
increased, we have all tried to stretch out
the hours and render the best service pos
sible. Recognizing the inability of members
of state societies and others throughout
the country to devote time to the prepara
tion of programs for meetings of their
1
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members, several officers of the Institute
during April and May presented programs
at eight cities—Boston, Philadelphia, Bal
timore, Atlanta, Memphis, St. Louis, De
troit, and Indianapolis—at meetings spon
sored by state associations or local chapters.
These sessions were all well attended and
accountants generally as well as the In
stitute received much favorable publicity
through the timeliness of the subjects which
were covered so thoroughly by my asso
ciates on these programs. Your officers
have attended many other meetings of
accounting societies throughout the coun
try and it was my privilege to represent
the Institute at the 41st annual meeting
of the Dominion Association of Chartered
Accountants. Such meetings give us the
opportunity to work together and inter
change opinions with others who have
similar interests, and are basically im
portant in developing the professional
character of our thought and work. Re
cently there appeared in The Accounting
Review the following interesting statement
on professional attributes which was
quoted from an address by Dr. W. E.
Wickenden, president of Case School of
Applied Science:
“What marks off the life of an individual
as a professional? First, I think we may
say that it is a type of activity which is
marked by high individual responsibility
and which deals with problems on a dis
tinctly intellectual plane. Second, we may
say that it has a motive of service, as dis
tinct from profit. Third, is the motive of
self-expression, which implies a joy and
pride in one’s work and a self-imposed
standard of workmanship—one’s best. And
fourth, is a conscious recognition of social
duty to be accomplished, among other
means, by guarding the standards and ideals
of one’s profession and advancing it in
public understanding and esteem, by shar
ing advances in professional knowledge, and
by rendering gratuitous public service, in
addition to that for ordinary compensation,
as a return to society for special advantages
of education and status.
“Next, what are the attributes of a group
of persons which mark off their corporate
life as professional in character? I think
we may place first a body of knowledge
(science) and of art (skill) held as a com
mon possession and to be extended by
united effort. Next we may place an edu
cational process of distinctive aims and

standards, in ordering which the profes
sional group has a recognized responsibility.
Third in order is a standard of qualifica
tions, based on character, training, and
competency, for admission to the profes
sional group. Next follows a standard of
conduct based on courtesy, honor, and
ethics, to guide the practitioner in his re
lations with clients, colleagues, and the
public. Fifth, I should place a more or less
formal recognition of status by one’s col
leagues or by the state, as a basis of good
standing. And finally, an organization of
the professional group based on common
interest and social duty, rather than eco
nomic monopoly.”

This statement is strikingly descriptive
of our own growth and development, both
individually and as an organized group.
We evidence our belief in high individual
responsibility and a self-imposed standard
of workmanship by the independent char
acter of our reports and the expression
of opinion resulting from our work. Each
of us recognizes and repays to a greater
or less degree his obligation to his com
munity whether it be local or national,
by gratuitous service. The body of knowl
edge and skill which we acquire is studied
and coordinated by our research depart
ment and our committees on accounting
and auditing procedure; our committee on
education and the board of examiners pass
on admission to the professional group,
and the committee on professional ethics
passes on any apparent infringement which
may transgress the proper standard of
conduct based on courtesy, honor, and
ethics to the end that the practitioner has
honorable relations with clients, colleagues,
and the public.
The Institute has made fine progress
during the year from the point of view
of increased membership, improved finan
cial condition and, most important of all,
from the point of view of accomplishment,
as will appear from the reports of other
officers and chairmen of committees. As
the value of its work becomes more evi
dent, those qualified individuals who expect
to make accounting their life work are
sure to desire membership and an active
participation in its affairs. How well we
continue our record of accomplishment
depends to a considerable extent on keep
ing the interested services of the fine group
of capable and intelligent men and women

Report of the President
who handle the vast amount of important
work that flows through our office. At the
meeting of the Institute’s council in May,
1943, a pension plan for the Institute staff
was adopted, for the twofold purpose of
providing an incentive to employees to
remain in their jobs, thus giving the In
stitute the benefit of their cumulative ex
perience in a type of work which requires
long training, and to provide out of current
income for retirement payment for mem
bers of the staff who reach retirement age
after having spent a substantial part of
their working lives in the employ of the
Institute.
The profession as a whole has many
basic problems to which our efforts should
be directed. Without intending to suggest
these points as an all-inclusive list, I should
like to make brief observations concerning
three of these problems.
(1) We should try to provide and extend
a proper and adequate public under
standing of the profession’s concept of
independence of judgment in our ex
pressions of opinion as the result of
our work. We must be no more sub
ject to influence by governmental au
thority than by the desires of man
agement.
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(2) We should recognize the opportunity
and the obligation of the profession,
because of its peculiarly intimate
knowledge of taxes, to continue our
efforts to simplify and rationalize the
federal tax system, and to bring order
out of the existing chaos.
(3) We should take a decided stand in
furnishing constructive' thought in the
formulation of and obtaining the ac
ceptance of proper accounting prin
ciples, rather than yield this leader
ship to governmental regulatory agen
cies who do not have the basis of
experience which must of necessity
provide the foundation for the de
termination of such principles.

No one could serve as president of this
organization without having a feeling of
gratitude for the privilege that it has been
to extend widely one’s acquaintance with
so many members of this profession, and
I wish to express to you all my sincere
appreciation for having had this honor.
I hope I may continue to work for the In
stitute for many years to come after turn
ing over the honors of office today to one
so thoroughly representative and capable.

George S. Olive, President

Reports of the Secretary
MIDYEAR REPORT
To

the

Council

of the

American Institute of Accountants :

Gentlemen : The work of the Institute
has come to be almost entirely concen
trated on wartime problems. The war pro
gram adopted by the executive committee
last fall deliberately subordinated a large
part of the existing activities to intensifi
cation of work related to the war effort.
Problems of war-contract auditing, rene
gotiation and termination, the presentation
of corporate financial statements under
wartime conditions, taxation, manpower
problems under Selective Service, and re
lated problems of spreading work through
extension of time for filing tax returns and
other financial reports, have been among
the major subjects of consideration by In
stitute committees and staff. Through The
Journal of Accountancy, proceedings of the
annual meeting, The Certified Public Ac

countant, research bulletins, statements on
auditing procedure, special letters to the
membership, and addresses by officers and
committee members, the Institute has at
tempted to keep the profession informed
promptly and fully of important develop
ments in all these areas. Close working
relations have been established and main
tained with war agencies dealing with ac
counting problems, and Institute commit
tees have given them assistance in the
solution of specific questions.
Work has continued in several fields not
directly related to the war effort in order
to keep up the standards of the profession,
and to permit its continued efficient opera
tion; for example, in the fields of the
standard CPA examination, professional
ethics, and relations with the Securities
and Exchange Commission.
Details of all activities will be presented
in the reports of the several committees,
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The Staff
It is always difficult to report separately
the activities of the Institute’s staff, because
in almost every project the work of the
committees and the staff is inseparable.
There is almost no committee which does
not receive some measure of assistance
from the staff, and there is practically no
staff work in which committee supervision
or advice is not a factor. The nature of
the subject matter and of the circumstances
determine in each instance the degree and
extent of staff work.
At the present time the Institute’s staff
is short-handed. From a maximum of 39 in
1941, the number of employees in the In
stitute has dropped to 32 at the present
time. These figures do not include parttime or occasional services rendered to the
board of examiners and the committee on
professional ethics on a fee basis. Of the
present 32 employees, three are recent re
placements who are not yet thoroughly
familiar with their jobs. Five former staff
members are now serving in the armed
forces.
Exceptionally heavy pressure, as a re
sult of personnel losses and increased vol
ume of work, has been sustained by the
subscription and mailing departments. Ap
proximately 831,000 pieces of mail or
printed matter have been sent out of the
Institute’s offices since the beginning of
the current fiscal year, including about
375,000 books and pamphlets (not count
ing The Journal of Accountancy and The
Certified Public Accountant) of which
259,165 were sold at prices aggregating
nearly $20,000. On the average there have
been only two full-time people to handle
the work of filling orders and mailing.
There are a few activities not reflected
in committee reports which may be of in
terest to the council.

State Society Relations
Information has been transmitted to
presidents of state societies, numerous let
ters from officers or chairmen of commit
tees of state societies have been answered,
in relation to unusual problems which con
front them. State society officials have
visited the Institute’s headquarters, and In
stitute officers have had opportunities to
visit state society presidents in their own
communities. In spite of reduction in the

number of meetings, and curtailment of
travel, good working relationships with
state societies have been maintained. Evi
dence in support of this statement is the
following quotation from a recent letter
that the secretary has received from the
president of the North Carolina Associa
tion :

“I do wish to take this occasion to ex
press to you the sincere appreciation of the
North Carolina Association for the fine
work which you and the Institute have
been doing during this period of turmoil.
The information you have furnished the
members of the Institute has been most
valuable to us, and I do not see how we
could have gotten along without it. You
have been most cooperative with our state
society during my administration, for which
I am most grateful.
“I want to assure you that we in North
Carolina will endeavor to cooperate with
you at all times in carrying out any of your
programs in the future.”
The Institute’s staff continues to operate
the information clearing house, through
which a total of 85 bulletins, reports, state
ments and other items relating to activi
ties of the profession have been distributed
to presidents of state societies during the
current fiscal year.
Placement of Accountants
War Agencies

in

The Institute’s staff has maintained a
roster of over 600 members and associates
of the Institute and other accountants who
have expressed their desire to undertake
war service of one kind or another. Since
September 1, 1942, the names of 379 men
have been referred, upon request, to the
following war agencies: Army Service
Forces, Army Air Corps, Army Ordnance
Department, Quartermaster Corps, Navy
Bureau of Supplies and Accounts, War
Manpower Commission, Petroleum Ad
ministration, OPA, Lend-Lease Adminis
tration.
Since the first of the year it has become
increasingly difficult for persons without
prior military training to obtain commis
sions in the armed forces.
The Institute has been requested with
increasing frequency to provide branches
of the services with the name, rank, and
location of experienced accountants serv
ing in the armed forces. This indicates a
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trend toward greater utilization of the
professional skills of accountants already
in service.
Of the 502 members and associates
serving in the armed forces, 285 are in
the Army and 217 in the Navy. It is not
surprising to find that 409 (over 80 per
cent) are shown by our records to be com
missioned officers. Sixty-one, when last
heard from, were enlisted men (many non
commissioned officers). Information about
the rank of the remaining 32 is not avail
able.
Library
Since September 1, 1942, the library has
answered more than 10,000 inquiries and
has received nearly 4,000 visitors. 2,963
books and pamphlets have been lent to
members and associates, and 43 technical
questions have been answered through the
bureau of information.
Attendance at Meetings

In addition to numerous trips to Wash
ington, the secretary has attended meet
ings at Minneapolis, Minnesota; Chicago,
Illinois; Philadelphia, Pennsylvania; Pro
vidence, Rhode Island; and Baltimore,
Maryland.
Benevolent Fund
The Benevolent Fund has received this
year $5,975 in contributions from members,
and has disbursed $1,600 for the benefit
of members of advanced years who re
quired financial aid.
Membership and Finances
So far the war has not impeded the In
stitute’s growth. Membership is now 6,877
as compared with 6,184 a year ago. Five
hundred and thirty applications for admis
sion to the Institute have been received
since September 1st, compared with 323 in
the comparable period last year. In spite of
the waiver of dues of members in the armed
forces, which would amount to $7,884, dues
received this year exceed those of last year
at this date by $5,577. Circulation of
The Journal of Accountancy has increased
to 18,396, compared with 16,330 last year,
and even advertising volume shows an ex
cess over the year before of $1,009. A
revised budget for the balance of the cur
rent fiscal year will be presented to the
council, indicating an increase in esti
mated revenues and a decrease in esti

mates of some regular expenses, but addi
tional appropriations requested will, if ap
proved, make use of all revenue available.
Other Activities

Officers and members of the staff have
conferred on a variety of problems with
representatives of government agencies
and other organizations. Some of these
discussions have been of only passing in
terest, some of them have led to work
which has been undertaken by committees
of the Institute, and others have given rise
to jobs which have been handled by the
staff.
For example, representatives of the staff
and two committees conferred with the
Director of the Accounting Division of
the OPA on proposed revisions of financial
reporting Forms A and B.
The director of research and the secre
tary conferred with representatives of the
Bureau of Economic Research with re
spect to studies proposed by the Bureau
in which accounting data were necessary.
The vice president, the treasurer, the
secretary, and the research assistant con
ferred with representatives of the Treas
ury Department with regard to a pro
posed questionnaire designed to elicit in
formation required for war purposes.
The director of research and the secre
tary discussed with officials of the Victory
Fund Committee in New York, certain
problems related to accounting which had
arisen in conjunction with the War Loan
drives.
The research assistant has made several
trips to Washington to work with officers
in the Fiscal Division of the War De
partment on problems of interest to sev
eral Institute committees.
A committee chairman and the secre
tary conferred with officials of the Audit
ing Section of the Army Air Corps with
regard to the possible use of accounting
firms in conjunction with the audit of Air
Corps contracts.
The secretary, during the course of the
year, has had occasion to communicate on
a variety of matters with officials of the
New York Stock Exchange, American
Bankers Association, National Association
of Credit Men, National Association of
Cost Accountants, American Automobile
Manufacturers Association, National Elec
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trical Manufacturers Association, Ameri
can Arbitration Association, Bureau of
Internal Revenue, Securities and Exchange
Commission, Reconstruction Finance Cor
poration, War Manpower Commission,
Selective Service Headquarters, and other

bodies, with all of which the Institute en
joys the most friendly relations.
Respectfully submitted,
John L. Carey, Secretary

May 7, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants :

Gentlemen : The Institute’s principal
job in the past year has been to do what
it could to help those in the armed forces,
the government, and war industry who
have to deal with accounting problems re
lated to prosecution of the war. Institute
committees have been able to give helpful
information and advice to those who have
been faced with such problems in contract
renegotiation and termination, in facilitat
ing reports by industry to government war
agencies, in the formation of wartime tax
policies, and in the management of cor
porations engaged in war work.
The Institute has taken a leading part
in development of policies and procedures
designed to permit the most effective use
of accounting manpower in the war effort.
As a major item of its war work, the
Institute has tried to keep the profession
informed of the policies and regulations of
the government which affect the account
ing procedures of business and the practice
of public accounting. Such information has
been conveyed through special letters to
the membership, letters to state society
presidents, The Journal of Accountancy,
The Certified Public Accountant, and
technical bulletins. In several instances re
leases, regulations, or manuals dealing with
Selective Service requirements and con
tract-termination procedure have been re
printed in full and sent to each member of
the Institute. In total, 478,846 pieces of
printed matter were mailed from the In
stitute’s office in the past year, exclusive
of The Journal of Accountancy and The
Certified Public Accountant.
Relations
As the
points out,
accounting
come more

with Federal Government
executive committee’s report
the problems with which the
profession is confronted be
and more centered in the poli-

cies formed by Congress and the adminis
tration of those policies by government
agencies. More and more frequently In
stitute representatives find it necessary to
consult with congressional committees, and
to send to members of Congress informa
tion on accounting aspects of national
problems.
Frequent consultation with the adminis
trative agencies has also been necessary.
The Treasury Department sought and re
ceived the assistance of the Institute on
three occasions: in the preparation of the
form known as TFR-500, designed to
elicit information about foreign property
owned by American citizens; in studying
technical problems related to possible
recognition of war reserves for tax pur
poses; and in stimulating adoption of pay
roll deduction plans for the purchase of
war bonds by corporate employees.
The Institute has expressed itself on a
number of issues involved in federal taxa
tion. The tax committee has made recom
mendations for improvement of the in
ternal revenue code and its administration,
and is now studying proposals for simpli
fication of the federal tax system, on which
it has been invited by representatives of
Congress to express an opinion. The In
stitute was instrumental in working out a
plan acceptable to the Treasury whereby
extensions of time were granted for the
filing of federal income and excess-profits
tax returns.
Institute committees have taken an ac
tive interest in the accounting policies of
government regulatory commissions which
exercise control over the financial reports
of various types of corporations. Repre
sentatives of the Institute have conferred
and corresponded recently with the securi
ties and Exchange Commission, the Fed
eral Power Commission, the Federal Com
munications Commission, the Interstate
Commerce Commission, and the National
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Association of Railroad and Utility Com
missioners.
A conference on federal government ac
counting, to be held in New York in De
cember under the auspices of the Insti
tute’s committee on governmental account
ing, is expected to focus attention upon,
and perhaps point the way to solution of,
internal problems of accounting and
auditing with which various agencies of
the federal government are concerned.
Other Organizations
Throughout the past year the Institute
has continued its cooperative relationships
with a number of organizations represent
ing business and financial groups. There
has been recent communication with the
New York Stock Exchange. Robert
Morris Associates, American Manage
ment Association, National Association of
Credit Men, American Bankers Associa
tion, National Association of Investment
Companies, American Trade Association
Executives, the American Arbitration As
sociation, the National Bankruptcy Con
ference. The Institute has also kept in
touch with other accounting organizations:
the American Accounting Association, the
National Association of Cost Accountants,
Controllers Institute of America, and the
Institute of Internal Auditors.
State Societies
As the Institute serves as an instrument
through which certified public accountants
may deal with problems of national scope,
the state societies of certified public ac
countants are the bodies through which
the collective wisdom and energy of mem
bers of the profession in the several com
munities may be focused on state and local
problems. It becomes increasingly clear
that no clear line of separation can be
drawn between national and local prob
lems. What the state societies may do or
fail to do has a direct bearing on the wel
fare of the profession as a whole. What the
Institute does or fails to do is of concern
to every certified public accountant regard
less of where he may live. Close coopera
tion between the state and national bodies
and coordination of their activities are ob
viously desirable. A good deal of progress
has been made in the past seven years but
much remains to be done. A special com
mittee appointed under authority of the
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council of the Institute is now studying
the problem.
In the past year the Institute has in
tensified its efforts to keep state society
presidents fully informed of developments
in the field of taxation, Selective Service
regulations, and other matters. Suggested
programs of activity and outlines of com
mittee procedure have been prepared for
the convenience of state society officers.
The Institute has helped plan programs
for state society meetings and has fur
nished speakers for them. A group of five
official representatives of the Institute
visited seven cities in the spring, addressing
audiences which aggregated more than
1800, on wartime problems in the fields of
accounting, auditing, and taxation. Officers
of the Institute have attended eleven state
society meetings, and the meeting of the
Dominion Association of Chartered Ac
countants, in addition.
Each year closer working relationships
between the Institute and state societies
have developed, and to that extent the pro
fession moves nearer to the ultimate ob
jective of complete coordination.
Professional Services
The basic services rendered to the pro
fession by four agencies of the Institute
have continued undiminished: the board of
examiners now provides the standard CPA
examination to forty-seven states and ter
ritories; the committee on professional
ethics continues its efforts to maintain a
high standard of professional conduct; the
library disseminates an ever increasing
volume of technical and professional in
formation; and the Benevolent Fund
lightens the burdens of aged members of
the profession.
Membership and Finances
The profession’s acceptance of the In
stitute’s program and recognition of its
accomplishments are indicated in the ex
traordinarily rapid increase in the mem
bership and in the circulation of The
Journal of Accountancy. Eleven hundred
applications for membership were received
in the fiscal year 1942-1943, and more than
800 new members and associates were
elected. The net gain in membership, after
losses through death, resignation, and non
payment of dues, was 684, bringing the
membership to a total at September 1,
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1943, of 7,137. The circulation of The
Journal increased in the current year from
16,852 to 19,869. These gains have
naturally improved the financial position,
with an excess of income over expenditures
in the past fiscal year of about $18,000.
The contingency fund has grown to
$63,251. However, in the coming year in
creased expenditures are believed to be
required in order to sustain the obliga
tions which the organization has assumed.

The Staff
Experience has proved that the accom
plishments of voluntary committees can
be greatly increased, and direct service by
the Institute headquarters to the individual
members can be greatly improved, when
qualified paid staff assistants are made
available to assist the committees direct
ing various branches of the work. It stands
to reason that the members who serve
without compensation as officers and com
mittee men will have made all the con
tribution that can reasonably be expected
of them if they give the vast amounts of
time and energy necessary to solve the
technical questions and the questions of
policy which confront them, to attend the
frequent meetings which are necessary,
and to represent the Institute before the
public when occasidn arises. They cannot
be expected to do all these things and, in
addition, carry on routine correspondence,
prepare meeting agendas, write minutes,
follow up details, keep everybody informed
who might be interested in their work,
undertake research and exploratory trips
to dig up facts which have a bearing on
their work, draft preliminary reports for
committee consideration, and so on. Many
committee chairmen have had to do these
things, but to the extent that they can be
relieved they can devote more time and
energy to the important technical, pro
fessional, and policy questions that they
are attempting to solve. Again, members
of a professional organization, who in their
voluntary official capacities are dealing
with matters of considerable importance
to large numbers of people, are entitled to
the assistance of specialists—such as spe
cialists in organization procedure, special
ists in public relations and in research,
editorial workers, librarians, and legal
counsel.

As the Institute has been able to employ
a larger number of staff assistants, includ
ing an increasing variety of specialists, the
volume of work accomplished has in
creased and its continuity has improved.
This in turn has led to accelerated in
creases in membership and enlarged finan
cial resources, which permit additional ac
tivity. As the influence of the Institute
becomes more extensive both within and
without the profession, the importance of
its work reaches higher levels and the re
sponsibilities which it has assumed become
heavier. In order to measure up to what
the profession expects of the Institute, it
must overlook no opportunity for service
to the profession and to the public. The
more successful it is, the more numerous
these opportunities will be.
It seems desirable, therefore, to plan for
a continuing expansion of the staff, through
the addition of various types of specialists,
as rapidly as increases in revenues may
permit and as need for additional as
sistants becomes clearly indicated through
the development of new opportunities for
service.
Some of these opportunities can already
be foreseen, and if the council regards it as
good policy to plan well ahead of time for
gradual expansion, the secretary will sub
mit a tentative plan for consideration of
the incoming executive committee. Any in
crease in staff will probably have to await
the conclusion of the war. Such a plan
should be related to probable postwar ac
tivities of the Institute.
When the United States entered the
war, the Institute staff numbered 43 per
sons, including the director of research
and one research assistant, who were on
a part-time basis, but not including the
examiners employed by the board of ex
aminers to prepare and grade examination
papers. Eighteen of the regular staff have
since left the Institute’s employ, and in
addition 14 of those employed to replace
them have withdrawn after comparatively
short periods of service. Therefore it has
been necessary to employ 32 new assistants
in a period of less than two years. Some
have joined the armed forces, some have
entered other war work, some have sought
better opportunities, and some have left for
other reasons. At one point last year the
staff had fallen to a low number of 35. It

Financial Statements
has been difficult to secure competent re
placements, but by making extraordinary
efforts and waiting until qualified appli
cants could be found, most of the vacan
cies have now been filled. The present num
ber of the staff is 42.
The extensive turnover in personnel,
however, has placed an additional burden
on those who have remained at their jobs,
and particularly on those who assume re
sponsibility for the administration of cer
tain departments or certain aspects of the
work. Many of the department heads and
their assistants have put in a tremendous
amount of overtime during the year and
have cheerfully done work that used to be
done by their subordinates, as well as their
own. It seems fitting that the council
should know just who these people are
who have filled the key jobs in the In
stitute’s staff and who, in spite of unusual
difficulties, have contributed substantially
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to one of the most successful years in the
organization’s history. They are: H. T.
Winton, assistant secretary; Frank A.
Gale, assistant secretary; Elizabeth Arliss,
assistant to the secretary; Susan Ranney,
assistant to the treasurer; George N. Far
rand, research assistant; Robert M. Mears
and Willima Robinson, editorial assistants;
George H. Sherwood, business manager;
Helen M. Johnstone and Miriam W. Don
nelly, librarians; James D. Bennett, pur
chasing agent and head of the mailing
department; Jessie M. Murchie, assistant
to the board of examiners; and, in addition,
the following assistants: Eunice Merritt,
Helen Hendrick, Mary Valois, Mary Still
man, Amy Garvey, Ida Hunt, Katherine
Michaelsen, Mary Heitzmann, and James
Wood.
Respectfully submitted,
John L. Carey, Secretary
October 13, 1943

Report of the Auditors
ANNUAL REPORT
To

the

Members of the

American Institute of Accountants:

Gentlemen : We have examined the
accompanying financial statements and
schedules of the American Institute of Ac
countants, its wholly owned subsidiary,
American Institute Publishing Co., Inc.,
and its two affiliated corporations, Ameri
can Institute of Accountants Foundation
and American Institute Benevolent Fund,
Inc., for the year ended August 31, 1943;
have reviewed the systems of internal con
trol and accounting procedures of the In
stitute, its subsidiary and affiliates and,
without making a detailed audit of the
transactions, have examined or tested the
accounting records of the Institute, its
subsidiary and affiliates, and other sup
porting evidence, by methods and to the

extent we deemed appropriate. Our ex
amination was made in accordance with
generally accepted auditing standards ap
plicable in the circumstances and included
all procedures which we considered nec
essary.
In our opinion, the accompanying finan
cial statements and schedules present fairly
the financial condition of the American
Institute of Accountants and its subsidiary
and affiliates at August 31, 1943, and the
results of their operations for the fiscal
year ended that date in conformity with
generally accepted accounting principles ap
plied on a basis consistent with that of the
preceding year.
Respectfully submitted,
Gordon M. Hill
Howard A. Withey
September 30, 1943

1942

31

.

1942

U nappropriated ..................................................
Total principal ............................................
Total liabilities and principal ..................

Endowment fund ................................................
Appropriated for contingency fund ................
Appropriated for building fund ......................
Elijah W att Sells scholarship fund ..............

P rincipal :
$227,568.40
39,412.26
6,179.65
1,701.56
1,690.41
17,921.36
17,921.36
$297,675.37 $292,772.08
$330,504.93 $324,932.80

$214,802.40
63,250.05

Total liabilities............................................ $ 9,562.12 $ 15,012 12
Deferred income:
Subscriptions and advertising unearned ;
dues paid in advance; fees of applicants,
pending admission to Institute; and un 
filled orders .................................................. $ 23,267.44 $ 17,148.60

Accounts payable ................................................ $ 6,244.93 $ 13,608.23
Taxes withheld from salaries ..........................
2,034.61
118.59
Accrued expenses and taxes ............................
862.83
806.81
Payroll deductions for U. S. W ar Bonds. . . .
419.75
478.49

Liabilities :

LIABILITIES AND PRINCIPAL

1943

August 31

Exhibit “A ”

Note.— Following the practice in prior years, income accrued on investments but not received, and ordinary operating expenses of the American Institute
of Accountants, for which the invoices were received subsequent to the balance-sheet dates, have not been reflected in the above statement; the
cost of bulletins and pamphlets on hand for sale has been charged to expense at time of acquisition.

at co st) ...................................................................
7,217.75
10,623.40
Library books, furniture and equipment..........
3.00
3.00
Prepaid expenses .....................................................
1,493.97
4,048.85
Goodwill of American Institute Publishing Co.,
Inc ............................................................................
14,699.08
14,699.08
Total assets .................................................. $330,504.93 $324,932.80

Cash ......................................................................... $ 55,130.25 $ 48,293.88
S ecu rities (quoted m arket v alu e 1943 —
$248,095.63; 1942— $201,322.89)....................
247,365.21
243,576.64
Accounts receivable (including in 1943 ad 
vances for employees’ portion of pension
plan costs, $814.08) ..........................................
4,595.67
3,687.95
Inventories (books and unbound sheets, at cost
or nominal v alu e ; paper stock, supplies, etc.,

ASSETS

1943

August

(Exclusive of American Institute of Accountants Foundation or American Institute Benevolent Fund, Inc.,
for which separate statements are included herein)
Consolidated Balance-sheet

AM ERICAN IN S T IT U T E OF ACCOUNTANTS AND AMERICAN IN S T IT U T E PUBLISHING CO., INC.
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.

1,

$17,921.36

22,602.39
$17,921.36

22,602.39

$214,802.40

$ 12,766.00
$ 12,766.00

4,653.51
$227,568.40

4,653.51

$227,568.40

* Includes surplus ( deficit) of American Institute Publishing Co., Inc., shown separately in previous reports.
Note.—Italics indicate red.

$297,675.37

T o tal .............................................................................................................

Balance— August 31, 1943.......................................................................................

$

$311,441.37
1,000.00
12,766.00
$ 1 3,766. 00

Deduct:
Special legal expenses ...........................................................................................
Loss on sale of securities .......................................................................................

T o tal .............................................................................................................

T ransfers ..................................................................................................................

17,960.03
709.26

$17,921.36

$292,772.08

$ 1,000.00
$63,250.05

$ 1,000.00

561.24
24,276.55
$64,250.05

$39,412.26

$1,701.56

$1,701.56

11.15

$1,690.41

Scholar
ship
Fund

Sells

Elijah
W att

Exhibit “B ”

148.02
6,327.67

$6,179.65

Building
Fund

Appropriated for

31, 1943

Endowment Contingency
Fund
Fund

Fiscal Year E nded August

Unappro 
priated*

for the

Total

P rincipal T ransactions

1942....................................................................................

of

Excess of income over expenses for fiscal y ear ..............................................
Net income from securities and savings banks ................................................

A dd:

Balance — September

Consolidated Statement

(Exclusive of American Institute of Accountants Foundation or American Institute Benevolent Fund, Inc.,
for which separate statements are included herein)

AM ERICAN IN S T IT U T E OF ACCOUNTANTS AND AM ERICAN IN S T IT U T E PUBLISHING CO., INC.
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Exhibit “C”
AMERICAN INSTITUTE OF ACCOUNTANTS
AND AMERICAN INSTITUTE PUBLISHING CO., INC.

(Exclusive of American Institute of Accountants Foundation or American Institute Benevolent
Fund, Inc., for which separate statements are included herein, and of other transactions
charged or credited direct to principal of funds as shown in Exhibit “B”)

Consolidated Statement

of

Income and Expenses
Year ended August 31
1943
1942

Income:
Dues...............................................................................................................
Earned subscriptions to monthly publications—nonmembers only.
Sales of books.................................................... ........................................
Advertising...................................................................................................
Fees from state boards.............................................................................
Income from securities and bank balances........................ ................
Application fees.........................................................................................
Contributions to library from American Institute of Accountants
Foundation...........................................................................................
Profit on other publications, services rendered, and other items...
Total income.......................................................................................

Expenses:
Salaries.........................................................................................................
Expenses of research department...........................................................
Prime costs of monthly publications (paper, printing, etc.)..........
Rent, electricity, and building supplies.................................................
Board of examiners expenses..................................................... .........
Prime cost of books (paper, printing, purchases, royalties, etc.) . . .
Postage and express......................................................... ..........................
Honoraria.................... . ..............................................................................
Stationery, printing, and supplies.........................................................
Yearbook.......................................................................................................
Traveling.....................................................................................................
Legal fees.....................................................................................................
Special report to members.......................................................................
Telephone and telegraph.........................................................................
Employer’s contribution to cost of employees’ pension plan............
Social security taxes...................................................................................
Advertising and promotion of publications.........................................
Annual meeting...........................................................................................
Books and magazines purchased...........................................................
Purchase of equipment.............................................................................
Other items...................................................................................................
Total expenses.....................................................................................
Excess of income over expenses.................................................................

$141,473.53
42,791.42
9,540.23
18,159.56
11,200.20
9,992.96
1,440.00

$135,715.58
37,639.08
10,998.27
15,479.76
11,815.10
9,692.81
1,340.00

2,789.63
13,240.02
$250,627.55

2,881.36
12,875.70
$238,437.66

$ 93,348.86 $ 93,137.22
340.79
314.91
32,872.34
29,412.46
17,623.37
18,208.56
15,536.57
15,068.13
5,344.36
6,682.80
9,404.63
8,413.16
7,500.00
7,500.00
4,861.69
5,685.61
6,160.56
5,288.16
6,745.99
3,928.64
6,282.34
6,407.48
5,531.14
3,278.93
3,567.23
3,323.41
3,174.71
3,039.94
2,907.40
2,086.49
2,493.76
2,484.47
2,651.04
2,693.68
2,721.91
1,404.41
99.74
6,827.64
6,805.84
$232,667.52 $228,492.85
$ 17,960.03 $ 9,944.81

Note.—Following the practice in prior years, income accrued on investments but not received,
and ordinary operating expenses of the American Institute of Accountants, for which
invoices were received subsequent to closing, have not been reflected in the above
statement; the cost of bulletins and pamphlets on hand for sale at the end of a year has
been charged to expense at time of acquisition.

2,528.86
5,000.00

2,660.83

135

5,000.00

Cedar Street Corporation (carried at
nominal value pending dissolution of cor 
poration) .........................................................
1.00
1.00
Furniture and equipm ent......................................
1.00
1.00
Prepaid expenses ....................................................
1,493.97
3,835.30
T otal ............................................................ $ 90,672.62 $ 73,961.01

costs, $493.44) ....................................................
Stocks of Subsidiary Corporations:
American Institute Publishing Co., Inc ........

$

$

T otal .............................................................

U n ap p ro p riated ..................................................

Principal (Exhibit “E ” ) :
Appropriated for contingency fund ..............
Appropriated for building fund ....................

Unfilled orders .....................................................

$

19,084.50
$ 82,334.55
$ 90,672.62

850.00

635.00

215.00

478.49
158.84
8,672.17

7,664.34
59.36
311.14

$ 39,412.26
6,179.65
18,846.93
$ 64,438.84
$ 73,961.01

203.40
2,043.40 $
$ 63,250.05

$

$

419.75
169.99
6,294.67 $

4,043.58
1,360.54
300.81

1942

31

Exhibit “ D ”

August
1943

Deferred income:
Dues paid in advance ........................................ $
480.00
Fees of applicants, pending admission to In 
stitute ................................................................
1,360.00

Due to Elijah W att Sells scholarship

B o n d s .................................................................
fu n d . .

Accounts payable .................................................
Taxes withheld from salaries ........................
Accrued expenses and taxes ............................
Payroll deductions for purchase of U. S. W ar

I

LIAB LITIES AND PRINCIPAL

Liabilities :

GENERAL FUND

1942

31

Cash:
Appropriated f o r contingency
fund ........................................ $35,427.23
Unappropriated ..........................
11,520.87 $ 46,948.10 $ 44,027.13
Securities (Schedule# 1):
A ppropriated f o r contingency
fund ......................................... $27,822.82
Unappropriated ..........................
6,744.90
(quoted m arket value 1943—$35,941.25;
quoted market value 1942— $18,307.50)....
34,567.72
18,567.72
Accounts receivable for examination services
and other items (including in 1943 ad 
vances for employees’ portion of pension plan

ASSETS

August
1943

Balance-Sheet

AM ERICAN IN ST IT U T E OF ACCOUNTANTS
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Note.— Following the practice in prior years, income accrued on investments but not received, and ordinary operating expenses for which invoices were
received subsequent to the balance-sheet dates, have not been reflected in the above statement; the cost of bulletins and pamphlets on hand for
sale has been charged to expense at time of acquisition.

Total ............................................................
T otal assets ..........................................

Principal — Restricted (Exhibit “ E ” ................ $ 1,112.50 $ 1,112.50
Unexpended income (Exhibit “ E ” ....................
589.06
577.91
Total ............................................................. $ 1,701.56 $ 1,690.41
,
Total liabilities and principal ........ $307,265.67 $303,306.55

)

Taxes withheld from salaries ............................ $
15.10 $
14.70
Accrued taxes ..........................................................
73.99
72.03
Principal (Exhibit “E ” ) ...................................... 214,802.40 227,568.40
Total ............................................................ $214,891.49 $227,655.13

ELIJAH WATT SELLS SCHOLARSHIP FUND

1,531.57 $ 1,531.57
169.99
158.84
$ 1,701.56 $
l,69 0.41
$307,265.67 $303, 306. 55

(quoted market value 1943—
$1,608.75; 1942—$1,288.12) — (Schedule #1) $
Due from general fund ..........................................

S e c u ritie s

Total ............................................................. $214,891.49 $227,655.13

Cash .......................................................................... $ 3,624.57 $ 4,176.78
Securities (quoted market value 1943— $210,545.63 ; 1942— $181,727.27) — (Schedule # 1 ).
211,265.92
223,477.35
Library books, furniture, and equipment..........
1.00
1.00

ENDOWMENT FUND
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Exhibit “E”

AMERICAN INSTITUTE OF ACCOUNTANTS

Statement of Principal Transactions for

GENERAL FUND

Balance—September 1, 1942..................................
Add:
Excess of income over expenses (Exhibit “F”)
Net income from securities and savings banks

Deductions:
Special legal expenses........................................
Contribution to endowment fund to meet loss
Transfer ...............................................................
Balance—August 31, 1943....................................

the

Fiscal Year Ended August 31, 19+3

Contin
gency
Fund
$39,412.26

Building Unappro
Fund
priated
$6,179.65 $18,846.93

561.24
$39,973.50

148.02
$6,327.67

Total
$64,438.84

22,839.96

22,839.96
709.26
$87,988.06

$41,686.89

$ 1,000.00
$ 4,653.51
4,653.51
24,276.55 $6,327.67 17,948.88
$23,276.55 $6,327.67 $22,602.39 $ 5,653.51
$63,250.05
$19,084.50 $82,334.55
$ 1,000.00

Note.—Italics indicate red.
Exhibit “E”
(continued)

AMERICAN INSTITUTE OF ACCOUNTANTS

Statement

of

Principal Transactions for

endowment fund

the

Fiscal Year Ended August 31, 1943
Balance
September 1,
1942

Current
Year
Transac
tions

Balance
August 31,
1943

Contributions, including proceeds from sale of books for
$191,264.09
$191,264.09
which copyrights were donated to the Institute......
24,175.00
24,175.00
Initiation fees of its members contributed by the Institute
19,296.04 $12,766.00
Net profit or loss on sales of securities..............................
6,530.04
Net cost of publication of “Accountants’ Index” and
9,922.62
9,922.62
first supplement................................................................
Balance in principal accounts (per books)...................... $224,812.51 $12,766.00 $212,046.51
Excess in fund, composed of excess of income over ex
penses; contributions from general fund; and special
2,755.89
2,755.89
contributions for current expenses..............................
$227,568.40 $12,766.00 $214,802.40
Totals .............................................................................
ELIJAH WATT SELLS SCHOLARSHIP FUND—RESTRICTED

Balance—September 1, 1942, and August 31, 1943 ...........................................................

$1,112.50

ELIJAH WATT SELLS SCHOLARSHIP FUND—UNEXPENDED INCOME

Balance—September 1, 1942...................................................................................................
Excess of income over expenses (Exhibit “F”)...................................................................
Balance—August 31, 1943.......................................................................................................
Note.—Italics indicate red.

$ 577.91
11.15
$ 589.06
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Exhibit “F”

AMERICAN INSTITUTE OF ACCOUNTANTS
Statement of Income

and

Expenses

Year ended August 31
1943
1942
GENERAL FUND OPERATIONS—(GENERAL ACTIVITIES)

Income:
Dues (of which $16,877.92 for 1943 and $18,113.41 for 1942 pro
rated to The Journal of Accountancy and The Certified Public
Accountant—see below)............................................. . ............
Fees from state boards....................................................................
Profit on publications sold...............................................................
Application fees..................................................... ..........................
Income from securities and interest on bank balances....................
Sundry income............................................................... ....................
Total income.................. ...........................................................
Expenses:
Salaries ............................................................................................
Expenses of research department....................................................
Portion of dues covering subscriptions of members and associates
to The Journal of Accountancy and The Certified Public Ac
countant ....................................................................................
Board of examiners expenses...........................................................
Rent, electricity, and building supplies.........................................
Yearbook.........................................................................................
Traveling ........................................................................................
Honoraria........................................................................................
Stationery, printing, and supplies....................................................
Postage and expressage....................................................................
Special reports to members...............................................................
Annual meeting.................................................................................
Legal fees..........................................................................................
Telephone and telegraph.................................................................
Purchases of equipment....................................................................
Employer’s contribution to cost of employees’ pension plan.............
Social security taxes.................................................................... .
Other items........................................................................................
Total expenses...........................................................................
Excess of income over expenses...........................................................

$141,473.53 $135,715.58
11,200.20
11,815.10
9,030.50
7,748.76
1,440.00
1,340.00
286.07
272.00
192.75
1,171.01
$163,623.05 $158,062.45
$ 54,923.90 $ 57,001.95
314.91
340.79

16,877.92
15,068.13
8,233.51
6,160.56
3,928.64
4,100.00
3,751.52
3,581.08
5,531.14
2,484.47
4,282.34
2,439.49

18,113.41
15,536.57
8,123.37
5,288.16
6,745.99
4,100.00
4,111.83
3,323.81
3,278.93
2,651.04
4,407.48
2,182.23
739.35

2,004.94
1,583.18
1,726.79
5,517.36
5,154.74
$140,783.09 $142,826.44
$ 22,839.96 $ 15,236.01
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Exhibit “F”
(continued)

AMERICAN INSTITUTE OF ACCOUNTANTS

Statement

of Income and

Expenses

(continued)

Year ended August 31
1943
1942
ENDOWMENT FUND OPERATIONS—LIBRARY

Income:
Income from securities and bank balances...........................................
Contributions from American Institute of Accountants Foundation
(Exhibit “K”)...................................... ................................................
Sales of Accountants’ Index Supplement.........................................
Other items...................................................................................................
Total income.......................................................................................

$

9,642.08

2,789.63
149.63
.10
$ 12,581.44

$

9,356.01

2,881.36
237.27
14.03
$ 12,488.67

Expenses:
Salaries ....................................................................................................... $ 9,060.00 $ 8,820.00
4,200.04
4,000.00
Rent .............................................................................................................
2,721.91
2,693.68
Books and magazines purchased.............................................................
99.74
343.44
Furniture and fixtures purchased...........................................................
327.21
333.60
Social security taxes.................................................................................
384.04
372.96
Custodian fees.............................................................................................
463.71
463.85
Telephone, stationery, postage, insurance, and other items............
Total expenses..................................................................................... $ 17,234.95 $ 17,049.23
Excess of income over expenses (loss met by transfer from general
$ 4,653.51 $ 4,560.56
fund—Exhibit “E”)...............................................................................
ELIJAH WATT SELLS SCHOLARSHIP FUND—UNEXPENDED INCOME

64.81 $
64.80
Income from securities................................................................................... $
53.66
50.32
Less cost of medals for awards...............................................................
11.15 $
14.48
Excess of income over expenses................................................................... $
Excess of income over expenses of all funds of American Institute of
Accountants ............................................................................................... $ 18,197.60 $ 10,689.93

Note.—Following the practice in prior years, income accrued on investments but not received,
and ordinary operating expenses for which invoices were received subsequent to the
balance-sheet dates, have not been reflected in the above statement; the cost of bulletins
and pamphlets on hand at the end of a year for sale has been charged to expense at
time of acquisition.
Note.—Italics indicate red.
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Exhibit “G”
AMERICAN INSTITUTE PUBLISHING CO., INC.
Balance-sheet
Year ended August 31
1943
1942
ASSETS

$ 4,557.58 $
89.97
Cash ......................................................................................
Accounts receivable (including advances for employees’ portion of pen1,934.84
1,159.09
sion plan costs, $320.64)....................................................
Inventories:
3,069.86
5,392.57
Books and unbound sheets, at cost or nominal value...........
5,230.83
4,147.89
Paper stock, supplies, etc., at cost......................................
1.00
1.00
Furniture and equipment......................................................
213.55
Prepaid royalties....................................................................
14,699.08 14,699.08
Goodwill ........................ .......................................................
$28,410.25 $26,786.09
Total assets..................................................................
LIABILITIES AND CAPITAL

Liabilities:
Accounts payable................................................................
$ 2,201.35
658.97
Taxes withheld from salaries............ ..............................
488.03
Accrued expenses and taxes...............................................
Total liabilities.............................................................
$ 3,348.35
Deferred income:
$21,224.04
Subscriptions and advertising unearned...........................
Capital:
$ 5,000.00
Capital stock—1,000 shares, no par value.........................
1,375.00
Paid-in surplus....................................................................
Deficit, August 31, 1942.................................................... $2,299.57
237.57
Net loss for the fiscal year (Exhibit “H”)......................
2,537.14
Deficit, August 31, 1943......................................................
$ 3,837.86
Total capital.................................................................
Total liabilities and capital..................................
$28,410.25
Note.—Italics indicate red.

$ 5,943.89
44.53
423.64
$ 6,412.06
$16,298.60

$ 5,000.00
1,375.00
2,299.57

$ 4,075.43
$26,786.09
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Exhibit “H”

AMERICAN INSTITUTE PUBLISHING CO., INC.
Statement

of Income and

Expenses

Year ended August 31
1943
1942
Income:
The Journal of Accountancy and The Certified Public Accountant:
Subscriptions earned:
Members and associates of American Institute of Accountants
(paid by Institute).................................................................. $16,877.92
Other subscribers...........................................................................
42,791.42
Advertising ......................................................................................
18,159.56
Sales of magazines...........................................................................
2,287.99
Sales of bound volumes, binding, and other items (less cost of
binding) ......................................................................................
1,402.23
$81,519.12
Prime costs—paper, printing,and other costs..................................
32,872.34
Income, less prime costs....................................
$48,646.78
Books:
Sales ........................
$ 9,540.23
Prime costs—paper, printing, purchases, royalties and other costs
5,344.36
Excess of book sales over prime costs............................... $ 4,195.87
Journal of Accountancy Index—net proceeds..................... .............. $ 176.82
Income from magazines and books....... ................................................ $53,019.47

$18,113.41
37,639.08
15,479.76
1,968.15

1,537.05
$74,737.45
29,412.46
$45,324.99
$10,998.27
6,682.80
$ 4,315.47
$
199.43
$49,839.89

Expenses:
Salaries ............................................................................................... $29,364.96 $27,315.27
Rent .....................................................................................................
5,775.01
5,500.00
Postage and express.............................................................................
5,710.66
4,987.05
Honoraria ............................................................................................
3,400.00
3,400.00
Advertising and promotion.................................................................
2,086.49
2,493.76
Legal fees................................................................................
2,000.00
2,000.00
Employer’s contributions to cost of employees’ pension plan.............
1,169.77
Social security taxes............................... .........................................
990.62
985.94
Stationery, printing, and supplies......................................................
1,034.26
1,434.09
Telephone and telegraph........................
974.01
987.95
Equipment purchased...........................................................................
321.62
Insurance, taxes, discounts, andother items........................................
751.26
1,159.33
Total expenses.............................................................................. $53,257.04 $50,585.01
Net loss for the fiscal year............................................. ........................ $ 237.57 $ 745.12
Note.—Italics indicate red.
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Exhibit “I”

AMERICAN INSTITUTE OF ACCOUNTS FOUNDATION
Statement of Assets
August 31
1943
1942

Assets:
Cash .................................................................................................... $ 540.86 $ 1,101.30
Securities (quoted market value 1943—$60,068.25; 1942—$53,925.25)
63,473.05 62,898.05
(Schedule #2)................ . ................................................................
Total assets.................................................................................. $64,013.91 $63,999.35
Liabilities.................................................................................................
Principal (Exhibit “J”).......................................................................... $64,013.91 $63,999.35

Statement

of

Principal Transactions for

the

Exhibit “J”
Fiscal Year Ended August 31, 1943
Balance Current Balance
September 1, Year’s August 31,
1942 Transactions 1943

Initiation fees of its members contributed by the American
Institute of Accountants....................................................... $49,775.00
$49,775.00
Contributions from others.......................................................
11,515.00
11,515.00
Profit on publication of “A Statement of Accounting Prin
ciples” ..................................................................................
5,774.17 $254.56
6,028.73
Excess of income over contributions (to American Insti
tute of Accountants Endowment Fund) and expenses
(see Exhibit “K”)...........................................................
3,918.65
3,918.65
Net loss on sales of securities................................................
6$33.47 240.00
7,223.47
Total ............................................................................. $63,999.35 $ 14.56 $64,013.91

Note.—Italics indicate red.

Exhibit “K”

AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION
Statement of Income, Expenses, and Contributions
GENERAL ACTIVITIES

Year ended August 31
1943
1942
Income from securities............................................................................... $2,978.89 $3,072.50
Less fee of security custodian....................................................................
189.26
191.14
Excess of income over expenses................................................................. $2,789.63 $2,881.36
Contribution to American Institute of Accountants Endowment Fund
(Exhibit “F”)..........................................................................................
2,789.63 2,881.36
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Exhibit “L”

AMERICAN INSTITUTE BENEVOLENT FUND, INC.

Statement of Assets
August 31
1943
1942

Assets:
Cash ................................................................................................................... $ 4,119.19
Securities (quoted market value 1943—$8,162.19; 1942—$3,048.75)
(Schedule #2)...............................................................................................
7,970.00
Total assets...............................................................................................
Liabilities...................................................................... . ......................................
Principal (Exhibit “M”)...................................................................................

$5,450.41

2,970.00

$12,089.19

$8,420.41

$12,089.19

$8,420.41

Exhibit “M”

Statement of Principal Transactions for Fiscal Year Ended August 31, 1943
Balance, September 1, 1942...................................................................................................
Add: Excess of income over expenses and distributions (Exhibit “N”)....................
Balance, August 31, 1943.......................................................................................................

$ 8,420.41
3,668.78
$12,089.19

Exhibit “N”

Statement on Income, Expenses, and Distributions
Year ended August 31
1943 1942
Income:
Contributions (including donations for specific purposes)......................
Income from securities....................................................
Interest on savings accounts...........................................................................
Recovery on payment previously made.........................................................
Total..........................................................................
Expenses and distributions:
Payments made for assistance.........................................................................
Stationery, printing, and otherexpenses........................................................
Total.............................................................................................................
Excess of income over expenses anddistributions........................................

$6,143.41

$4,286.21
90.00
48.79
100.00
$4,525.00

$2,400.00
74.63
$2,474.63
$3,668.78

$2,500.00
58.91
$2,558.91
$1,966.09

$5,985.65
108.20
49.56
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Schedule No. 1

AMERICAN INSTITUTE OF ACCOUNTANTS
Schedule of Marketable Securities
August 31, 1943

Rate Ma% turity

DESCRIPTION

Cost

Quoted
Market
Value
August 31,
1943

GENERAL FUND

140 shs. Pacific Gas & Electric Co. 6% first preferred
$ 2,000.00 New York, N. Y., City of, serial..................
5,000.00 New York, N. Y., City of, corporate stock
(held in contingency fund).................
5,000.00 New York, N. Y., City of, serial (held in
contingency fund)..................................
2,000.00 New York, N. Y., City of,.corporate stock
(held in contingency fund) . . .............
16,000.00 United States Treasury Bond (held in con
tingency fund).......................................
Totals—general fund..............................

$ 4,764.90 $ 5,005.00
2,105.00
1,980.00

3

1967

3

1977

5,018.75

5,337.50

3

1957

4,8.66.57

5,343.75

3

1979

1,937.50

2,135.00

2%

1969/64 16,000.00 16,015.00
$34,567.72 $35,941.25

ENDOWMENT FUND

10,000.00
5,000.00
5,000.00
1,250.00

1,000.00
10,000.00

5,000.00
5,000.00
5,000.00

5,000.00
5,000.00

4,000.00
5,000.00
30,000.00
5,000.00
5,000.00

5,000.00
5,000.00

5,000.00
3,000.00

Argentine Republic external conversion loan 4
1972
$ 9,100.00 $ 8,450.00
Atlantic Coast Line Railroad Co., series “A” 4% 1964
3,912.50
3,343.75
Canadian Pacific Railway Co..................... 4 perpetual
4,862.50
4,300.00
Erie Railroad Co. first consolidated mort
gage, series “B”......................................
4
1995
1,118.75
1,250.00
Gatineau Power Co. series “A” first mort
33% 1969
gage ......................................................
982.50
980.00
Great Northern Railway Co. gold bonds,
series “E” general mortgage................
9,257.50
9,887.50
4% 1977
Louisville & Nashville Railroad Co. gold
bonds, series “D” first and refunding
4
2003
mortgage ...............................................
5,012.50
4,850.00
Macon Terminal Co. guaranteed first mort
gage gold bonds.....................................
1965
5,400.00
5
5,062.50
Michigan Consolidated Gas Co. first mort5,243.75
4
1963
4,875.00
gage........................................................
New York Central Railroad Co. refunding
2,706.25
and improvement mortgage “A”.........
2,912.50
4^ 2013
New York Central & Hudson River Rail
4,257.50
3,150.00
road Co. Lake Shore collateral............
V/z 1998
1967
3,960.00
4,210.00
New York, N. Y., City of, serial.................. 3
5,018.75
1977
5,337.50
New York, N. Y., City of, corporate stock.. 3
1979
New York, N. Y., City of, corporate stock. . 3
30,287.50
32,025.00
New York State Electric & Gas Corp, first
33% 1964
5,100.00
5,531.25
mortgage................ ..............................
Pennsylvania Railroad Co. general mort
4,998.75
5,262.50
gage, series “E”....................................
4% 1984
Pere Marquette Railway Co. first mortgage
3,187.50
3,500.00
4% 1980
gold bonds, series “C”...........................
Reading Co. series “A” general and refund
4,700.00
5,262.50
4% 1997
ing mortgage gold bonds......................
St. Louis-San Francisco Railway Co. series
“B” prior lien mortgage—stamped (in
1,718.75
4,377.50
5
1950
terest in default)....................................
1,972.50
2,801.25
Southern Pacific Co. gold bonds.................. 4% 1981
............. $116,685.00 $113,481.25
Carried forward....................................
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Schedule No. 1
(continued)

AMERICAN INSTITUTE OF ACCOUNTANTS

Schedule

of

Marketable Securities

August 31, 1943

description

Rate Ma
turity
%

Cost

Quoted
Market
Value
August 31,
1943

ENDOWMENT FUND

(continued)
Brought forward.................................................................. $116,685.00 $113,481.25
$17,000.00 United States of America Savings Bonds,
16,473.00*
2½ 1953
series “G”....................................................
17,000.00
9,000.00 United States of America Savings Bonds,
8,892.00*
series “G”........................................................ 2½ 1955
9,000.00
7,412.25
50 shs. Allied Chemical & Dye Corporation, common
7,450.00
25 “
American Telephone and Telegraph Co.,
3,915.63
capital stock.....................................................
3,582.13
Bethlehem Steel Corporation 7% cumulative
100 “
12,325.00
11,600.00
preferred .........................................................
Commonwealth & Southern Corporation $6
200 “
13,550.00
11,036.00
preferred .........................................................
7,759.13
7,687.50
Consumers Power Co. $4.50 preferred........
75 “
748.13
822.50
Erie Railroad Co. 5% preferred, series “A”
17½ “
7,155.29
7,400.00
General Electric Co., common........................
200 “
5,187.50
General Motors Corporation, common..........
4,912.22
100 “
7,812.50
7,839.55
P. Lorillard Co. preferred................................
50 “
Pacific Gas & Electric Company 6% first
15 “
510.53
536.25
preferred .........................................................
5,300.69
5,737.50
Standard Oil Co. of New Jersey....................
100 “
Totals—endowment fund............................................... $211,265.92 $210,545.63
ELIJAH WATT SELLS SCHOLARSHIP FUND

Pacific Gas & Electric Company 6% first
preferred .........................................................
Totals—general, endowment, and Elijah
Watt Sells Scholarship funds............
* Current redemption value.

45 “

$

1,531.57

$247,365.21

$

1,608.75

$248,095.63
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Schedule No. 2
AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION

Schedule

of

Marketable Securities

August 31, 1943

Quoted
Market
Value
August 31,
Cost
1943
$ 4,701.25 $ 4,381.25

Rate Ma
% turity
$ 5,000.00 Baltimore & Ohio Railroad Co. secured notes 4
1944
5,000.00 Canadian Pacific Railway Co. debenture
4 perpetual
stock consolidated..................................
4,425.00
4,300.00
4,000.00 Gatineau Power Co. series “A” first mort
33¾ 1969
gage ........................................... . ..........
3,930.00
3,920.00
5,000.00 Illinois Central Railroad Co. and Chicago,
St. Louis & New Orleans Railroad Co.
1963
4,525.00
2,700.00
series “A” joint first refunding mortgage 5
1967
990.00
1,052.50
1,000.00 New York, N. Y., City of, serial.................. 3
968.75
1979
1,067.50
1,000.00 New York, N. Y., City of, corporate stock.. 3
3,000.00 New York State Electric & Gas Corp. first
33¾ 1964
3,116.25
3,318.75
mortgage ...............................................
5,000.00 New York Central Railroad Co. refunding
2,706.25
2,912.50
and improvement mortgage series “A”... 4½ 2013
5,000.00 Pennsylvania Railroad Co. series “E” gen
4½ 1984
4,900.00
5,262.50
eral mortgage........................................
4,251.25
2,987.50
5,000.00 Southern Pacific Co..................................... 4½ 1981
3,000.00 United States of America Savings bonds
3,000.00
2,907.00
series “G”..............................................
2½ 1953
5,000.00 United States of America Savings bonds
5,000.00
4,940.00
series “G”...............................................
2½ 1955
3,241.00
3,112.50
100 shs. Kennecott Copper Corporation common. ...
7,839.55
7,812.50
50 “ P. Lorillard Company preferred..................
6,025.00
6,269.00
100 “ New Jersey Zinc Company capital stock. . ..
100 “ Pacific Gas & Electric Company 6% first
3,575.00
3,403.50
preferred ..............................................
Total............................................................................. $63,473.05 $60,068.25
* Current redemption value.
DESCRIPTION

AMERICAN INSTITUTE BENEVOLENT FUND, INC.

1967
$ 2,970.00 $ 3,157.50
$ 3,000.00 New York, N. Y., City of, serial. ................. 3
5,004.69
5,000.00 United States Treasury bonds..,................ 2½ 1969/64 5,000.00
Total............................................................................. $ 7,970.00 $ 8,162.19

Report of Council
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Report of Council
ANNUAL REPORT
To the Members of the
American Institute of Accountants :
Gentlemen : This report of the council
will not attempt to present a complete
summary of the year’s work. In fact, the
work has grown so tremendously that it
would be impossible to do so within rea
sonable limits of time. A full appreciation
of the highly effective labors of those who
have participated in this year’s work can
be obtained only by reading the reports
of officers and committees. These will be
printed as soon as possible after the annual
meeting, and the council earnestly requests
every member to read them carefully. No
one can be fully informed of the wide
range and variety of the problems with
which the Institute is dealing without
reading these reports.
Meetings
The council has held the three customary
meetings, one immediately following the
annual meeting at Chicago; one two-day
meeting at New York in the spring in
May, and one immediately preceding this
meeting. The bulk of the council’s work is
done at the May meeting, when complete
reports of all officers and committees are
received and acted upon, when members
of the Advisory Council of State Society
Presidents, and officers of the American
Accounting Association, who are invited
to attend, bring up any questions which
they wish to have considered, and when
all current problems of the profession are
thoroughly reviewed.
Trial Board
Sitting as a trial board, the council ex
pelled a member of the Institute whose
CPA certificate had been revoked by the
state board of accountancy which issued it.
Wartime Activities
Five hundred and ninety-three members
and associates of the Institute are now in
the armed forces.
Appreciating that the war and its suc
cessful conclusion must continue to be our
first concern, the executive committee
adopted a war program to marshal all
the facilities of the Institute so that they

could be brought to bear most effectively
in the service of the country. This program
has been faithfully adhered to throughout
the year. No opportunity for war service
has been neglected.
As most members know, the committee
on accounting manpower has rendered dis
tinguished service in clarifying the status
of members of the accounting profession
under the Selective Service Act. The staff
has referred many accountants to the
armed services and other agencies, and has
found qualified accountants already in the
armed services who could be transferred
to work where their professional qualifica
tions were needed.
Committees have advised branches of
the armed forces, congressional commit
tees, and various government agencies on
questions arising in relation to contract
renegotiation and termination; reports re
quired by war agencies from industrial and
commercial enterprises, and government
auditing problems.
Through The Journal of Accountancy
and other publications the profession has
been kept informed of government rules
and technical questions of accounting and
auditing which affect the certified public
accountant’s work. The committees on
accounting and auditing procedure have
suggested solutions to some of the ques
tions in financial statement presentation
and auditing arising from war conditions.
Taxes are an important element of war
economy. The Institute has made a num
ber of constructive suggestions for im
provement of both the federal tax law and
its administration. Many of these sugges
tions have been adopted. Included among
them was the plan under which extensions
of time for filing corporate income and
excess-profits-tax returns for the calendar
year 1942 were granted by the Treasury
Department. Studies are now under way
which it is hoped may result in proposals
for simplification of the tax machinery,
which is so urgently needed. The work of
the committee on federal taxation has
grown to such an extent, and its oppor
tunities for service have become so numer
ous, that a technical assistant has been en-

26

1942-1943 Reports of Officers, Council and Committees

gaged to devote full time to its work. This
action was taken by the council on the rec
ommendation of the Advisory Council of
State Society Presidents.
The council recommends to the member
ship adoption of the following resolution:
Whereas, since the enactment of the
original income tax law in 1913 there have
been twenty statutes making revisions
thereof passed respectively in 1916, 1917
(two), 1918, 1921, 1924, 1926, 1928, 1932,
1934, 1935, 1936, 1937, 1938, 1939, 1940
(two), 1941, 1942, and 1943; and, the
members of the American Institute of Ac
countants believe that such annual revisions
of the tax laws have resulted in the crea
tion of a very complex tax structure which
is highly detrimental to the prosperity of
the country, and they believe that the per
manent establishment of sound principles
of taxation is urgently required to give tax
payers the necessary confidence to face the
future;
Be it resolved that the American Insti
tute of Accountants urges that Congress
establish as soon as possible a qualified
non-partisan commission composed of
members of Congress, representatives of
the Treasury Department, independent
lawyers, accountants, and economists to
write a simple revenue law which will ex
press a permanent and consistent policy
of federal taxation.
This resolution and other recommenda
tions of the council will be dealt with after
this report has been completed.
Regular Professional Activities
Board of Examiners
The work of the Institute’s board of
examiners receives little publicity, but it is
of fundamental importance in the main
tenance of high professional standing.
Forty-three states, the District of Colum
bia, and four territories now adopt the
standard examination which the board
prepares. A tremendous amount of time
and energy is devoted by the members of
the board to this task, as well as to the
work of passing on applications for admis
sion to the Institute, of which 1,100 were
received last year. The board has cooper
ated closely with the Association of CPA
Examiners, through which the experience
and advice of all state accountancy boards
is readily available.
The three day examination inaugurated
during the past year has proved univer
sally successful.

Committee on Professional Ethics

The committee on professional ethics
has continued its activities in the mainte
nance of the standards of professional con
duct by considering and acting upon com
plaints, investigating reports of improper
conduct on the part of members, and an
swering inquiries from members of the
profession who seek advice on the best
course of procedure in various circum
stances.
Executive Committee
The executive committee, which acts
for the council between meetings of the
governing body, has held five meetings and
has supervised the entire administration of
the Institute.
The matter of practice by certified pub
lic accountants before the United States
Tax Court is having active consideration,
and recent conversations have been held
in Washington on the subject.
The executive committee adopted a reso
lution endorsing pay-as-you-earn taxation.
Council approved a recommendation of
the executive committee that the Institute
should take the lead when appropriate in
attempting to prevent misconstruction of
accounting principles in litigation in which
accounting questions are involved.
The executive committee has also given
careful study to the problem of the rela
tionship of the accounting profession to
federal legislation, which increasingly in
volves elements of accounting and audit
ing. Information is being submitted by the
Institute to members of Congress when
ever it appears it may be helpful to them.
Under authority of the council, the ex
ecutive committee adopted a resolution
recommending an amendment to section
270 of the Federal Bankruptcy Act in an
effort to remove inequities in reduction of
the tax base of property of a corporation
reorganized under the act.
The Institute has cooperated with the
Treasury Department in urging the adop
tion of payroll deduction plans for the
purchase of war bonds, in studying prob
lems related to recognition of postwar re
serves, and in review of portions of Form
TFR 500, calling for information on for
eign property owned by citizens of the
United States.
An editorial appearing in a nationwide
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chain of newspapers implied that the ac
counting profession opposed tax simplifi
cation on the ground that complex tax
laws made more work for its members.
The Institute wrote to the newspaper
chain concerned setting forth the true sit
uation, namely, that the professional ac
countant was more concerned with the
simplification of tax laws and procedure.
As a result of this letter, a later editorial
appeared in the same newspapers acknowl
edging the error, and apologizing therefor.
The committee has also sponsored
studies of aptitude tests designed to deter
mine the qualifications’ of individuals for
the accounting profession.
On recommendation of a special com
mittee, the council has approved a pro
gram of three annual awards to be granted
by the Institute: one for outstanding con
tributions to the advancement of the ac
counting profession; one for the best lit
erary contribution; and one for the best
research work by a student.
Under authority of the council, the ex
ecutive committee adopted the following
resolution related to firm names or titles
of public accounting firms:
Whereas The American Institute of
Accountants committee on state legisla
tion has requested the council of the In
stitute for an expression of opinion as to
the Institute’s policy toward legislative
proposals which would prevent continua
tion of a firm name containing the names
of former partners who have died or who
have withdrawn from the partnership, and
Whereas said council of the American
Institute of Accountants believes it desir
able that the policy of the Institute on this
question be recorded;
Now THEREFORE BE IT RESOLVED that in
the opinion of the council of the American
Institute of Accountants neither the pub
lic interest nor the interest of the account
ing profession as a whole would be served
by legislation preventing the use by public
accounting firms of firm names or titles
which contain the names of partners who
have died or withdrawn from the firm;
and be it further
Resolved that the committee on state
legislation be instructed to oppose legisla
tive proposals of the type described in this
resolution.
On recommendation of the committee
on professional ethics, the council approved
the following amendment to the rules of
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conduct, designed to restrict publication
of cards except for the specific purpose of
announcing change in address, or personnel
of firm. The recommendation was orig
inally made by the Advisory Council of
State Society Presidents.
“A member or an associate shall not
advertise his professional attainments or
services. The publication of what is tech
nically known as a card is restricted to an
announcement of the name, title (member
of American Institute of Accountants,
CPA, or other professional affiliation or
designation), class of service, and address
of the person or firm, issued in connection
with the announcement of change of ad
dress or personnel of firm, and shall not
exceed two columns in width and three
inches in depth if appearing in a news
paper, and not exceeding one-quarter of
a page if appearing in a magazine, direc
tory, or similar publication.”
Council presents this proposed amendment
of rule No. 10 for the consideration of the
membership at the annual meeting, with
the understanding that if approved it will
be submitted to all the members for vote
by mail ballot.
Securities and Exchange Commission
The Institute committee on cooperation
with SEC has been active during the past
year. It arranged for several members of
the Commission and members of its staff
to meet with the council at the time of the
May meeting to discuss a rule of the Com
mission relating to the independence of ac
countants. The meeting clarified the prob
lem, and the rule in question was amended
by the Commission after a later confer
ence with the Institute committee. Various
releases of the Commission have been sub
mitted to technical committees of the In
stitute before publication.
Governmental Accounting
With the approval of the executive com
mittee, the committee on governmental ac
counting has arranged a conference on fed
eral government accounting to be held in
New York, December 2 and 3, 1943, with
the objective of contributing to the solu
tion of internal accounting and auditing
problems of the federal government. The
principal government agencies are ex
pected to cooperate in the conference.
State Legislation
Model CPA bills have been drafted
by the committee on state legislation, and
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will be submitted to state society presidents
and state accountancy boards for criticism
during the current year.
At the recommendation of the commit
tee, the council adopted the following reso
lution relating to provision for special li
censes for practice in certain fields of ac
counting :

Whereas, it appears unreasonable and
not in the best interest of the public to pro
vide for examinations and licenses for
practice in the many specialized fields in
which certified public accountants serve,
Therefore be it resolved, that the
council of the American Institute of Ac
countants opposes as contrary to the fun
damental principles underlying training of
persons for public accounting and audit
ing practice, the granting of special ex
aminations or the issuance of special li
censes for auditors of a special industry or
of public bodies.
At the recommendation of the commit
tee, the council adopted the following reso
lution relating to legislation permitting
the issuance of certified public accountant
certificates by waiver:

Whereas, there is a tendency when
changes are proposed in accountancy laws
for those in various accounting pursuits
to seek waiver of the written examination
to qualify for the certified public account
ant certificate, and
Whereas, all state and territorial ac
countancy laws provide in addition to other
requirements that applicants shall pass a
written examination for the certified public
accountant certificate, and
Whereas, the granting of a certified
public accountant certificate without a
written examination conforming to the
standard which has become uniform
throughout the country tends to lower the
prestige of the certified public accountant
certificate, not only locally, but nationally,
and
Whereas, representatives of commerce,
industry, banking and government have
testified to the public need for maintaining
high standards for the certified public ac
countant certificate, therefore
Be it resolved, that the council of the
American Institute of Accountants reaf
firms its opposition to proposed amend
ments to accountancy laws which would
permit applicants to obtain the certified
public accountant certificate without writ
ten examination.

Other Organizations
Various committees have worked with
other bodies interested in accounting and
auditing, including the American Account
ing Association, the National Association
of Cost Accountants, Controllers Institute
of America, and the Institute of Internal
Auditors. Cooperative activity has been
maintained with the New York Stock Ex
change, Robert Morris Associates, Na
tional Association of Manufacturers, As
sociation of Investment Companies, and
other business and financial groups. The
Institute has also been in communication
with various government agencies in addi
tion to the Securities and Exchange Com
mission, such as the Interstate Commerce
Commission, the Federal Power Commis
sion, the Federal Communications Com
mission, and the National Association of
Railroad and Utilities Commissioners.
State Societies
Each year the working relations be
tween the state societies and the national
organization have improved. Close co
ordination of their activities is clearly de
sirable. While the Institute deals primarily
with problems that are national in charac
ter, and center in the activities of the fed
eral government and national organiza
tions, and the state societies deal princi
pally with problems in their own commu
nities, it is nevertheless true that the ac
tivities of either type of organization have
a direct bearing on the interests of all cer
tified public accountants. Every effort is
being exercised to provide a full flow of
information between the national and the
state organizations, and to bring about a
meeting of minds on questions of policy.
In accordance with a recommendation of
the Advisory Council of State Society
Presidents, a special committee was cre
ated under authority of the council to
study this matter thoroughly in the hope
of accelerating progress in coordination of
national and state activities. This commit
tee has reported progress and is continu
ing its activities. Officers of the Institute
have addressed a number of state societies
during the past year, and everywhere they
met with a most cordial reception.

Administrative Matters
Annual Meeting
In view of wartime uncertainties, it is
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suggested that the membership again em
power the executive committee to select
the time and place for the annual meeting
of the Institute, and to determine the scope
of the program.
Yearbook
Council has approved a recommendation
that publication of the yearbook be omitted
in the fiscal year 1943-1944, but that com
mittee reports be published in pamphlet
form, and also a list of the names and ad
dresses of members and associates admit
ted since the appearance of the 1942 year
book last spring. This recommendation is
made partly in view of the shortage of pa
per, the use of which has now been re
stricted; partly as an economy measure,
which seemed practicable because the 1942
yearbook appeared so late in the year. A
new yearbook, to be designated 1943-1944,
will be published early in the fall of 1944.

By-laws
Council approved proposed amendments
to the by-laws designed to reduce fees pay
able for reinstatement of members who
had resigned, or whose membership had
terminated automatically under the by
laws. This recommendation will be sub
mitted by the committee on by-laws at this
meeting, and if approved, will be submit
ted to the entire membership for a vote by
mail ballot.
Pension Plan
The council, at its May meeting, adopted
a pension plan for the benefit of the Insti
tute’s employees, on recommendation of
the executive committee, after approval
by legal counsel, and careful explanation
and thorough discussion. Under the plan,
modest retirement income will be provided
for staff members at an annual cost to the
Institute which was estimated at some
thing less than $4,000.
Staff
There has been considerable turnover
in the staff of the Institute due to war con
ditions. During the year the personnel
dropped from what was considered normal
strength of 43 to a low point of 35. Al
together, 18 of the regular staff have with
drawn since the United States entered the
war, and in addition 14 of those employed
to replace them have withdrawn after
comparatively short periods of service.

Therefore, it has been necessary to em
ploy 32 new assistants in a period of less
than two years. There has been difficulty
in securing replacements but by patient
effort they have been found. The staff now
numbers 42. The rapid turnover in per
sonnel, and the increasing scope of activity
has placed heavy burdens on the staff, and
the council has expressed its appreciation
to those in key positions for their loyal
and effective services.

Condition of the Institute
The membership of the Institute at
August 31, 1943, was 7,137, composed of
5,471 members, and 1,666 associates. The
net gain over the previous year was 684.
The circulation of The Journal of Ac
countancy has increased remarkably, ris
ing from 16,854 to 19,869 in the past fiscal
year. Advertising revenues have also in
creased. The financial position of the In
stitute is excellent. There was an excess of
income over expenses of approximately
$18,000 in the past year, which amount has
been added to the contingency fund, now
totaling $63,251. The budget which has
been adopted for the coming year, however,
indicates that all revenues which may be
expected will have to be expended if the
responsibilities which the Institute has as
sumed are to be fairly discharged.

Durand W. Springer
During the past year the profession lost
one of its most distinguished members.
The executive committee adopted the fol
lowing resolution in recognition of his
services to accountancy:
Whereas Durand W. Springer devoted
the greater part of his life, with tireless
and wholly unselfish enthusiasm, to the
advancement of the accounting profession;
as president and secretary of the American
Society of Certified Public Accountants
and secretary of the Michigan State Board
of Accountancy he rendered substantial
services in the organization and develop
ment of state societies of certified public
accountants; he brought about thoughtful
consideration of problems of state account
ancy legislation; he rendered personal as
sistance to innumerable individual certified
public accountants; and took a large part
in bringing about the merger of the two
national accounting organizations in 1936;
Be it resolved that the executive com
mittee of the American Institute of Ac
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countants hereby record its profound sor
row on learning of the death of Durand
W. Springer on May 18, 1943, and that
the said executive committee also record
its recognition of the great contribution
he made to the progress of the accounting
profession in the United States.
Further resolved, that this resolution
be inscribed in the minutes of the execu

tive committee and that a copy be sent to
Mr. Springer’s family.
Respectfully submitted,
Special Committee
George Cochrane, Chairman
Ernest H. Fletcher
Charles W. Jones
October 18, 1943
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MIDYEAR REPORT
To the Council of the
American Institute of Accountants :

Gentlemen : The executive committee
has held three meetings since its election
at Chicago last October. Minutes of all
meetings (with the exception of the meet
ing held May 9th) have been sent to all
members of the council, who have thereby
been kept currently informed of the ex
ecutive committee’s actions. Therefore, it
seems unnecessary to repeat the details at
this time, and this report is accordingly
confined to matters of major importance.
Wartime Program

At its first meeting the executive com
mittee adopted a program of activity for
the Institute for the fiscal year 1942-1943,
emphasizing activities related to the war
effort and requesting committees whose
work is not related to wartime problems
not to initiate any activities this year, but
to hold themselves in readiness to deal
with any matters that might be referred
to them. The result has been that the full
energies of the staff have been devoted to
work to which it seemed most appropriate
to give priority in wartime. The war pro
gram of the Institute was published in
The Journal of Accountancy for December,
1942, for the information of the member
ship.
At each meeting of the executive com
mittee reports have been received from the
active committees, but since each of these
committees will report directly to the
council, it would be repetitious to sum
marize their accomplishments here. These
accomplishments have been substantial.
In several instances the executive com
mittee has co-operated actively with other

committees in considering and dealing with
problems involving questions of policy—for
example: the change in the rules of practice
before the United States Tax Court, in
the discussion of which the president of
the Institute, as well as the chairman and
other members of the committee on federal
taxation, took an active part; the con
sideration of the Securities and Exchange
' Commission’s amendments to its rule re
lating to the independence of accountants,
in consideration of which the executive
committee collaborated with the committee
on cooperation with SEC; problems arising
under the Selective Service Act, particu
larly the proposal of the committee on
accounting manpower to testify before a
subcommittee of the Senate Committee on
Military Affairs with respect to Senate Bill
702.
Pension Plan

for

Institute Employees

The executive committee recommends
to the council adoption of a pension plan
for the benefit of employees of the Insti
tute. The following summary of the plan
was sent to every member of the council
with the agenda for the meeting on May
10th:
Plan: An Agreement of Trust constitutes
the Plan and expresses its terms and
provisions. Effective date: May 1, 1943.
Eligibility: All present employees, age 30
to 55 inclusive, who have completed
three years of continuous service, and
new employees who so qualify _ in the
future, may participate.
Contributions: Employees contribute semi
monthly, in accordance with a schedule,
from 86 cents to $19.38. The Institute
contributes the balance required by the
Trust to pay for Endowment and An
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nuity contracts as required to fulfill its
terms.
Retirement Age: Age 65 with options for
earlier and later retirement.
Retirement Income: As provided (subject
to the limitations of the Plan) by con
tracts productive of income (not less
than $180 per year) which, with present
Social Security Retirement Benefits, gen
erally amount to about one per cent or
more of yearly pay multiplied by years
of eligible service rendered in the past
and the future.
Death Benefit: Before retirement: $1000
for each $120 yearly annuity purchased,
contributions made, or the cash value
of contracts, as the case may be.
After retirement: Unpaid portion of
120 monthly payments certain or such
as may be provided by election of op
tions.
Withdrawal Benefit: To employer: The
cash value of such contracts as shall not
have vested in employee, as a credit
against future contributions.
To employee: Contracts purchased by
his own contributions plus, provisionally,
a part or all of contracts purchased by
employer’s contribution, depending upon
years of eligible service on withdrawal.
Companies: Central Hanover Bank and
Trust Company, New York, N. Y., as
Trustee; National Life Insurance Com
pany, Montpelier, Vermont, as principal
life insurance company.
Modifications: The Institute will reserve
full rights to alter, amend, or revoke the
Plan with respect to future benefits and
contributions.
Constructed by: F. Ellsworth Baker, 55
Liberty Street, New York, N. Y.
Cost Estimate: Institute contribu
tions to Trust, first year (as
suming full participation by eligi
ble employees)..........................$3400
Trustee’s fee, first year . . .
250
The cost of future years will depend,
among other factors, on the number of
participants, salaries paid, withdrawal
credits, and dividends declared by the
insurance company which are not in
cluded above.
Retirement Wage: The Institute will ex
pect to pay three present employees, over
age 55 on the effective date of the Plan,
and therefore ineligible, a retirement
wage on attaining age 65, consistent in
amount with plan incomes. The first re
tirement-wage payment would not be
made before 1949.

31

The details of the plan have been in
corporated in the pension trust agreement
(exclusive of provision for retirement wage
payments) which has been reviewed by
the committee on budget and finance, by
counsel for the Institute, by the Central
Hanover Bank and Trust Company, which
is proposed to serve as trustee, and by the
National Life Insurance Company, Mont
pelier, Vermont, from which it is pro
posed to purchase the necessary contracts.
The plan is believed to be in harmony with
modern business practice and to conform
with the provisions of the Internal Revenue
Code. The executive committee believes
that such a plan would be of advantage to
the Institute for the following reasons:
(1) it would relieve the Institute of the
possible moral obligation to make pay
ments out of future income to members of
the staff who, after long years of service,
may be unable to continue to support them
selves; (2) it should tend to reduce turn
over in the staff by providing an incentive
to employees to remain with the Institute.
The cost to the Institute of annual
premiums to maintain the contracts re
quired to be purchased under the pension
trust agreement will vary with changes in
the payroll and additions to or resignations
from the staff. It is believed, however, that
dividends, which may reasonably be ex
pected annually after payment of the sec
ond annual premium on each contract, will
tend to reduce the cost to the Institute,
and that there is no likelihood of such
cost amounting to more than $4,000 in
any year in the near future.
It has been found impracticable to pro
vide in the pension trust agreement for
the purchase of endowment annuity con
tracts or other forms of contracts to pro
vide retirement income for three members
of the staff who have reached the age of
56. Accumulation of reserves sufficient to
produce the amount of retirement income
called for by the plan, in the short time
available before these three employees will
reach retirement age, would be possible
only at very high premium rates. If the
council adopts the pension plan as recom
mended, therefore, the executive committee
believes that council should signify by
resolution its intention to pay these three
employees, after reaching retirement age
of 65, but only during the remaining life
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of such employees, amounts to which they
would be entitled if they were participants
in the plan, such retirement income to be
paid from the income of the Institute. This
involves a maximum payment of about
$1,500 a year. However, since it is not
desirable to create a legal obligation to
pay such retirement income for these three
employees, which for various reasons might
be impossible, the resolution should not
provide for any contribution by these three
employees, such as is required of actual
participants in the plan.
At the request of the executive commit
tee, counsel for the Institute has drafted
appropriate resolutions to adopt the Pen
sion Plan and authorize execution of the
pension trust agreement, to appoint a pen
sion committee in accordance therewith,
and to express the intention of making
payments to the three employees who have
reached age 56, which are submitted for
consideration of the council as follows:
Whereas, there has been submitted to
the council a form of agreement dated as
of May 1, 1943, between the American In
stitute of Accountants, the American In
stitute Publishing Co., Inc., the employees
of said organizations who become parties
thereto in the manner therein provided,
and Central Hanover Bank and Trust
Company, as Trustee; and,
Whereas, the council is of opinion that
it is desirable to adopt and carry out the
Pension Plan therein designated as the
“American Institute Pension Plan” and
set forth in detail in said agreement; and,
Whereas, said agreement has been duly
approved and authorized by the executive
committee of the American Institute of
Accountants:
NOW, THEREFORE, BE IT RESOLVED:

That the council of the American In
stitute of Accountants does hereby ap
prove said agreement and the plan em
bodied therein, and does hereby authorize
the president and secretary of the Ameri
can Institute of Accountants to execute
the same on behalf of the Institute in the
manner indicated in said agreement;
That the appropriate officers and com
mittees of the Institute are hereby au
thorized to take such further steps as are
necessary for the execution, delivery, and
performance of the said agreement on the
part of the Institute, and
That a copy of said agreement be made
a part of these minutes.
A resolution should be adopted to ap

point a pension committee under the agree
ment, in the following form:
Resolved, That _________________ ,
____ ___________ and _______________
are hereby appointed as a committee to be
known as the “Pension Committee,” pur
suant to the agreement dated as of May 1,
1943, relating to the American Institute
Pension Plan which has heretofore been
authorized.
Whereas, the form of agreement ap
proved at this meeting embodying the
American Institute Pension Plan does not
provide for participation by employees
over the age of fifty-five (55) years, six
months, because no provision could be
made for the inclusion of such employees
except at excessive cost; and,
Whereas, there are three employees of
the Institute who are over the age of fiftyfive (55) years, six months: Helen M.
Johnstone, James D. Wood, and Susan
Ranney (the said Susan Ranney being
also an employee of the American Insti
tute Publishing Co., Inc.), and it is the
sense of this resolution that provisions be
made so that these three employees shall
receive monthly income benefits through
out their lifetimes equal to those which
will be received by the participants in the
Plan from their own contributions as em
ployees of the Institute and from con
tributions by the Institute:
Now, THEREFORE, BE IT RESOLVED:

That if the Pension Plan is still in effect
when each of these employees reaches the
retirement age provided by the plan, it is
the intention of the American Institute of
Accountants to make voluntary payments
to such employees throughout the re
mainder of their lives after their attaining
the retirement age provided in the plan in
amounts equal to what they would have
received from their own contributions as
employees of the Institute and from the
contributions by the Institute if they had
been permitted to participate in the Plan.
Advisory Council of State Society
Presidents
The presidents of all state societies of
certified public accountants have been in
vited to attend the meeting of council of
the Institute May 10, 1943, and have been
requested to seek from their boards of
directors suggestions as to any matters
which they believe should be brought be
fore the council.
Recommendations of the Advisory Coun
cil at its meeting in Chicago last Septem
ber, which were referred to the executive
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committee with power by the council of
the Institute, have had careful considera
tion by the executive committee.
In response to the recommendation that
the Institute assign a member of its staff
to serve as assistant secretary of the Ad
visory Council, the executive committee
designated Frank A. Gale, assistant secre
tary of the Institute, to act in that capacity.
Mr. Gale has conferred with J. Arthur
Marvin, the chairman of the Advisory
Council, with respect to the plan of activi
ties for the year.
The Advisory Council had recommended
that the Institute appoint a permanent
committee, consisting of vice presidents
and presidents of state societies, none of
whom are now members of the council
of the Institute, to make a complete study
of the question of integrating the profes
sion, and endeavor to present for the con
sideration of the Advisory Council of
State Society Presidents and the Institute
a definite program of recommendations as
to how closer cooperation between state
societies and the Institute might be at
tained. It was the sense of the executive
committee that this recommendation
merited extensive consideration and that
any action taken should be the result of
deliberate discussion. Accordingly, it was
resolved that the matter be referred for
the consideration of the council of the
Institute at its spring meeting. The execu
tive committee has no objection to the
appointment of a committee to study this
important subject, but it questions the
desirability of having the study conducted
by a committee which excludes members
of the council of the Institute, among whom
are all the past presidents of the Institute.
Members of the council may be presumed
to be most familiar with the administra
tive problems of the national organization,
which should be considered in any discus
sion of closer relations between state socie
ties and the Institute. The executive com
mittee also questioned whether the initia
tion of a study of this kind would be re
garded by members of the Institute as
evidence that there was widespread dis
satisfaction with the present organization
of the profession, which the executive
committee does not believe to be the case.
Relations between the state societies and
the Institute have improved rapidly in the
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past ten years, and today not only the
utmost goodwill but also effective working
relationships seem to prevail. There are
numerous forms of organization of trade,
business, and professional groups in this
country, each of which has its advantages
and disadvantages. Some of the forms of
organization which seem most logical in
structure are not always the most effective
in practice. The executive committee be
lieves that the progress of the state socie
ties and the Institute in recent years has
been so satisfactory that no radical change
in structure, the results of which could
not be foreseen, should be attempted sud
denly. However, there is always room for
gradual improvement, and the council may
desire to initiate a study of this question,
which the Advisory Council of State Society
Presidents has indicated it regards as im
portant.
The Advisory Council, at its September
meeting, also recommended that the In
stitute employ a technical assistant for the
committee on federal taxation, in order
to permit an enlargement of the scope of
the committee’s activity. This proposal
has been approved by both the executive
committee and the committee on federal
taxation, and efforts have been made to
find a suitable person to undertake the
work. In view of the shortage of com
petent accountants, this effort has not yet
been successful, but it will be continued,
and the executive committee recommends
that provision be made in the revised bud
get, to be presented to the council at its
May 10th meeting, for compensation of a
technical assistant to the committee on
federal taxation for the balance of the
current fiscal year. The technical assistance
which the committees on accounting pro
cedure, auditing procedure, and war activi
ties receive from the research department
greatly facilitated their work. The execu
tive committee believes that a full-time
salaried assistant could relieve the mem
bers of the committee on federal taxation
of a great amount of detail, speed the ex
change of views among the members who
reside in different communities, and in
crease the committee’s accomplishments by
performing the necessary research work,
making preliminary drafts of reports or
other statements, and following up items
on the committee agenda which might
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otherwise be delayed. The committee on
federal taxation deals with one of the areas
most important to the accounting profes
sion at the present time. Members of that
committee have come to the conclusion
that they cannot take full advantage of
the opportunities now available to the pro
fession to render constructive service in
the formation of federal tax policy and
in its administration without salaried as
sistance in handling the rapidly increasing
volume of work.
The Advisory Council also recommended
that a rule of professional conduct be
adopted by the Institute prohibiting all
advertising in any form by members and
associates of the Institute with the proviso
that this prohibition would not apply to
announcements of changes of address,
changes in partnership personnel, and
similar announcements, and that the rule
should not become effective until one year
after its adoption. It was pointed out that
the practical effect of this rule would ex
tend the scope of the present rule No. 10
only by prohibiting the publication of cards
in telephone directories and other publica
tions, except for the purpose of announc
ing changes of address and partnership
personnel, and similar announcements.
This recommendation was referred to the
committee on professional ethics with a
request that it report its recommendations
with regard to the Advisory Council’s pro
posal at the spring meeting of council. It
was suggested also that the committee on
professional ethics consider the possibility
of dealing with this matter by a rule pro
viding that if a state society should adopt
such a prohibition against advertising, any
member of the Institute within the state
concerned who violated the rule would
also be subject to disciplinary action by
the Institute. A rule of this kind would
resemble the present rule No. 14, which
deals with competitive bidding in the same
manner.
Another expression of opinion of the
Advisory Council, to the effect that it is
ordinarily desirable that members of the
Institute council and members of the In
stitute’s nominating committee should be
members of the state societies in the states
from which they are elected, and that the
nominating committee may seek the advice
of governing bodies of the state societies

on questions related to nominations for
membership in the council of the Institute,
was referred by the executive committee
to the Institute’s committee on nominations.

Associated Gas & Electric Case
The executive committee considered
questions of policy arising from the find
ings and opinions of the Securities and Ex
change Commission in the matter of As
sociated Gas and Electric Company, but
concluded that no further consideration of
the matter, nor public discussion of any
of the questions involved, could properly
be undertaken until the committee on pro
fessional ethics had completed its con
sideration of the case.
Practice before United States Tax
Court
Members of the Institute have been noti
fied through The Journal of Accountancy
of a change in rules of practice before the
United States Tax Court, which now re
quire certified public accountants who wish
to be enrolled to practice to take a qualify
ing examination, although certified public
accountants already admitted to practice
before the Board of Tax Appeals will con
tinue to have the privilege of practice be
fore the Court. The qualifying examination
may be waived in the case of attorneys.
This rule was adopted as a result of a
provision of the 1942 revenue act, chang
ing the name of the Board of Tax Appeals
to the United States Tax Court, with the
additional proviso that no qualified person
might be denied admission to practice be
fore the Tax Court because of his failure
to be a member of any profession or call
ing. Members of the Court had expressed
complete satisfaction with the former rule
of practice admitting both attorneys and
certified public accountants without ex
amination, but when the 1942 act opened
the door to all persons, whether members
of recognized professions or not, the court
found it necessary to require a qualifying
examination. Exemption of attorneys from
this examination is based on long standing
precedents in various courts and federal
administrative agencies.
This whole matter was the subject of
active consideration by the Institute from
the time that the amendment was first
proposed in Congress. The Institute ex
pressed its disapproval of the provision ex
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After considerable discussion, the execu
tive committee at its meeting January 28,
1943, adopted the following resolution in
support of a pay-as-you-earn plan for pay
ment of individual federal income taxes:

were adopted than on the present basis.
Furthermore, over a long period of years
it is likely that the income of this country
will increase and that the receipts under
a pay-as-you-go system, although continu
ing to fluctuate between years, would be
greater with the same tax rates than under
the present system.
“The president of the Institute is in
structed to release the foregoing resolu
tion, and the Institute’s committee on fed
eral taxation is authorized to undertake
a voluntary appearance at the hearings to
be held in Washington, D. C., on the sub
ject, and the committee also is authorized
to correspond with congressional commit
tees on any accounting questions which may
be referred to it on the subject.”
Copies of the resolution, by instruction
of the executive committee, were released
to the press, and were transmitted to ap
propriate members of Congress. Subse
quently, the executive committee received
from several members of the Institute ex
pressions of opinion indicating disapproval
of this action. At the time it adopted the
resolution, however, the committee believed
it desirable that the national organization
of certified public accountants, represent
ing a profession whose members are gen
erally regarded as authorities in tax mat
ters, should express itself on a tax policy
of immediate concern to a large proportion
of the citizens of the country. The resolu
tion expresses the convictions of all the
members of the executive committee on
this question.

“The executive committee of the Ameri
can Institute of Accountants at its meeting
on January 28, 1943, passed the following
resolution:
“The American Institute of Accountants
for over twenty-five years has advocated
the collection of federal income taxes on a
current basis, by withholding at the source
as much of the tax as possible, to make
payment easier for taxpayers and collec
tion more certain for the government.
“Under present conditions it will be
difficult if not impossible for most tax
payers to pay two years’ taxes in one.
The change to the pay-as-you-go basis
will be for the common good, regardless
of the fact that there will be fortuitous
benefit to some.
“As the United States Treasury operates
on the cash basis there is no reason to
suppose that its receipts from taxation of
individuals in the calendar year 1943 would
be any less if the pay-as-you-go system

As already reported to the council, the
Institute last year undertook to cooperate
with a member who wished to test in
court the applicability of the Fair Labor
Standards Act to his employees. A com
plete brief of the law was prepared by
counsel for the Institute and copies were
sent to the member and his lawyer. The
case came before the United States Dis
trict Court in the Eastern Judicial Dis
trict of Missouri, through an action of
the Wage and Hour Division to compel
compliance with a subpoena ordering the
Institute member concerned to produce his
books and records for inspection by the
Division. The member moved to dismiss
the action on the ground that the applica
tion did not allege any facts to show that
any employee of the member was engaged

tending the privilege of practice to all, re
gardless of profession or calling. The
Board of Tax Appeals likewise disapproved
it, but it was included in the bill as finally
enacted.
The whole provision changing the name
of the Board and including this objection
able provision was dropped from the
Senate bill, but was reintroduced in con
ference and enacted as a part of the 1942
act without further hearings. Following
passage of the act, representatives of the
Institute, including the president, the chair
man of the committee on federal taxation,
and counsel for the Institute, discussed the
whole problem at great length with repre
sentatives of the new United States Tax
Court, but were unable to convince them
that it would be practicable to exempt
certified public accountants as well as at
torneys from the qualifying examinations.
Consideration is now being given to the
desirability of attempting to secure further
amendment of the Internal Revenue Code
which would make it possible to reestablish
the rules of practice before the Board of
Tax Appeals for purposes of the new Tax
Court.

Pay-as-you-earn Taxation

Wages

and

Hours
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in interstate commerce, and the District
Court dismissed the application of the
Wage and Hour Division without opinion.
The member requested that publication of
this decision be withheld, and this was done
as the decision turned merely on the form
of the application and provided no answer
to the question whether public accountants
are engaged in commerce or the production
of goods for commerce. As the time for
appeal was about to expire the Supreme
Court made a decision which strengthened
the position of the Wage and Hour Divi
sion on the question of books and papers,
and the Administrator then filed an appeal
to the Circuit Court of Appeals. From all
the information available it appeared that
the appellate court’s consideration would
be devoted entirely to the question of
whether the Wage and Hour Division
could inspect the member’s books and rec
ords, a question of secondary interest to
the Institute, without the likelihood of a
ruling on the question of primary interest
as to the status of employees of public
accountants under the act. After consider
ing the advice of counsel, the executive
committee concluded that it would not
participate in the matter any further, at
least until such time as the question of
principal interest might become more di
rectly involved.
Annual Meeting 1943
In pursuance of the authority vested in
the executive committee by the members
present at the annual meeting in Chicago.
October 1, 1942, and in view of the suc
cess of the 1942 annual meeting, the exe
cutive committee resolved that arrange
ments be made, subject to cancellation if
necessitated by war conditions, for an an
nual meeting of the Institute, October 18th
to 21st, at the Waldorf-Astoria Hotel,
New York, similar in pattern to the 1942
annual meeting. Up to the present time
there has been no indication that it will
not be possible to hold the 1943 annual
meeting, and the committee on technical
sessions has already outlined a program
and has invited many of the speakers who
are to appear.
Amendment to Rules of Conduct
The executive committee received the
following report of the results of the mail
ballot on the proposal to amend rule No.

13 of the rules of professional conduct,
approved at the annual meeting in Sep
tember, 1942:
Entitled
Not
to vote
Yes
No
voting
5,198
2,781
105
13
The president of the Institute declared the
amendment effective as of December 15,
1942.
Amendment of By-laws
The executive committee referred to the
committee on by-laws a suggestion that
section 3(a) of Article V of the Institute’s
by-laws, providing for reinstatement of
members, be amended in order to make it
consistent with the provisions for payment
of entrance fees by new applicants.

Participation in Accounting Cases
The executive committee’s attention has
been drawn to several cases before the
courts in which questions of accounting
principle and procedure were major issues.
In view of the growing importance of ac
counting as an instrument of regulatory
control, it was the sense of the committee
that the Institute should take the lead in
attempting to prevent misconstruction and
misapplication of accounting principles, if
necessary by intervening as a friend of the
court in cases in which questions of this
nature were involved.

Resignation of a Member of the
Executive Committee
The executive committee reports with
regret the resignation as a member of the
executive committee of T. Coleman
Andrews, who accepted a commission as
Captain in the United States Marine
Corps. Since the committee is elected by
the council, it appears necessary for the
council to act upon the resignation, and if
it accepts it, to elect another member to
fill the vacancy for the balance of the cur
rent fiscal year.

Membership
The executive committee advanced from
its own appropriation the dues of 80 mem
bers and 8 associates, who were unable
through circumstances beyond their con
trol to make payment before the expiration
of the time limit, January 31st. Of the
total amount advanced, $981.53 has been
repaid. Thirty-two members and seven as
sociates were dropped for nonpayment of

37

Reports of the Executive Committee
dues under the provisions of Article V,
Section 2 of the by-laws. The committee
has accepted the resignations of 13 mem
bers. One member was expelled, and one
was suspended for one year. The dues of
226 members and 223 associates, serving
in the armed forces, have been waived un
der the provisions of Article III, Section
2 of the by-laws.
The deaths of the following members
and associates have been reported since
September 1, 1942:
Members
Arthur F. Barnes
John J. Barry
Mervyn Braun
F. P. Byerly
John G. Coffin
Hugh L. Dickerson
Frank N. Dodd
Walter G. Fatchett
Michael J. Fitzgerald
David L. Grey
Edward O. Harper
Herman Herwood
F. W. Hilditch
Henry J. Jumonville
Anthony E. Kondoleon
Irville A. May
Edward R. Miller
William F. Milton
Edward P. Moxey, Jr.

Daniel A. Murray
John B. Phelan
Morris Pomerantz
John Henry Pritchard
L. F. Reinhard
James L. Ridgeway
Wilke Gerhard Tebbens
John C. Thomson
Fred Tourin

Associates
Frank A. Bardeen
Harry Eugene Black
Arthur F. Bowen
Edmund A. Chapman
Elmer G. Glidden
William Richard Kiddoo
Robert L. Osswalt
Herbert Wilson
The executive committee noted with
deep regret the death of Austin H. Carr,
Secretary-Treasurer of the Dominion As
sociation of Chartered Accountants. A
resolution of sympathy was adopted and
was sent to Mr. Carr’s family and to the
president of the Dominion Association.

Securities

The following purchases and sales of
securities in the several funds of the In
stitute have taken place during the cur
rent fiscal year:

Cost

Sales
GENERAL FUND

Purchased:

General Fund
$15,000 United States Treasury 91-day Bills at
99.906 net__________________________

$14,985.90

Building Fund
$ 1,000 United States, 2½% Treasury Bonds, due
June, 1969/64'______________________

,

1,000.00

Contingency Fund

$15,000 United States 2½% Treasury Bonds, due
June, 1969/64 ______________________

15,000.00

Profit *
Loss
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Sales

Cost

Profit *
Loss

ENDOWMENT FUND

Sold:
$ 3,000 Atlantic Coast Line Railroad General
Unified Mortgage, Series “A”, 4½%,
1964 at 70⅜ less commission, stamps and
$ 2,102.20
SEC________________________

2,347.50

$

245.30

2,000 Ditto at 70 less commission, stamps and
SEC ______________________________

1,393.96

1,565.00

171.04

5,000 Central Railroad Company of New Jer
sey, General Mortgage 5%, 1987 at 37%
less commission, stamps and SEC_

1,847.46

5,162.50

3,315.04

5,000 Cleveland Union Terminals Company,
First Mortgage S.F., Series “C” 4½%,
1977 at 72½ less commission, stamps and
SEC__________________________

3,609.92

5,137.50

1,527.58

2,000 Erie RR Company, General income mort
gage, series “A”, 4½%, 2015 at 57¾ less
commission, stamps and SEC ____

1,143.97

1,130.00

13.97*

500 Ditto at 57¼ less commission, stamps and
SEC __________________________

284.75

282.50

2.25*

4,000 Illinois Central RR Co. and (Chicago,
St. Louis and New Orleans RR Co.)
Joint—First Refunding Mortgage, Series
“A”, 5%, 1963, at 56¼ less commission,
stamps and SEC ____ ___________

2,237.95

3,620.00

1,382.05

1,000 Ditto at 55½, less commission, stamps and
SEC __________ ___________________

551.98

905.00

353.02

5,000 City of Jersey City, New Jersey, Serial
Funding, 4%, 1950 at 105.3266, less com
mission, stamps and SEC_____________

5,253.83

5,134.26

5,000 Morris and Essex Railroad Co., Con
struction Mortgage, Series “B”, 4½%,
1955 at 42, less commission, stamps and
SEC _________________________

2,084.95

4,612.50

2,527.55

4,000 Northern Pacific RR Co., Ref. and Imp.
Mortgage, Series “B”, 6%, 2047 at 73¾
less commission, stamps and SEC _

2,937.93

3,760.00

822.07

1,000 Ditto at 73%, less commission, stamps
and SEC _____________________

733.23

940.00

206.77

5,000 Pere Marquette RR Co., First Mortgage,
Series “C”, 4½%, 1980 at 72, less com
mission, stamps and SEC _______

3,584.92

3,187.50

397.42*

1,628.71
$29,395.76

4,377.50
$42,161.76

2,748.79
$12,766.00 '

5,000 St. Louis, San Francisco Railway Co.,
prior lien mortgage, Series “B”, 1950 at
32%, less commission, stamps, and SEC

119.57*
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Sales

Purchased:
25 Shares American Telephone and Tele
graph Company, capital stock, par $100
at 142%, plus commission ____________
100 Shares General Electric Company, com
mon stock, no par at 35½, plus commis
sion ____________________________
100 Shares Ditto at 35⅝, plus commission__
100 Shares General Motors Corporation,
common stock at $10 at 48%, plus com
mission ___________ _____________
100 Shares Standard Oil Company (New
Jersey), capital stock, par $25 at 52¾,
plus commission__________________
$ 9,000 United States Treasury Bonds, Series
“G”, 2½% at 100 __________________

Profit *
Loss

Cost

$ 3,582.13

3,571.38
3,583.91
4,912.22

5,300.69
______ 9,000.00
$29,95033

FOUNDATION

Sold:
$5,000 Baltimore and Ohio Railroad Co., 5-year
secured notes, 5%, 1944 at 84_________ $ 4,185.00 $ 4,425.00
Purchased:
$5,000 United States Treasury Bonds, 2%%,
Series “G”, at 100 __________________
$ 5,000.00

$

240.00

BENEVOLENT FUND

Purchased:
$5,000 United States Treasury Bonds, 2½%,
1969/64 at 100______________________

The executive committee considered a
suggestion from the chairman of the ad
visory council of state society presidents
that efforts should be made, in cooperation
with the state societies, to develop a pro
gram by which information related to ac
counting could readily be made available
to legislators, public officials, and others
who are dealing with accounting problems.

$ 5,000.00

The executive committee believed the mat
ter of sufficient importance to warrant the
appointment of a special subcommittee to
give it further study.
Respectfully submitted,
George S. Olive, Chairman
John L. Carey, Secretary
May 9, 1943

ANNUAL REPORT
To the Council of the
American Institute of Accountants :

Gentlemen : The executive committee
has held two meetings since the meeting
of council May 10th and 11th, one on
August 12th, and one on October 17th.
Minutes of the August 12th meeting were
sent to all members of the council. Be
tween meetings the executive committee has
passed on a number of questions submitted
to the committee by mail.

Membership
The increase in membership of the In
stitute continues at a rate more rapid than
was expected in wartime, and despite the
continually growing number of members
and associates, the turnover remains sur
prisingly small. Total membership at Sep
tember 1st was 7,137, compared with 6,453
a year ago. Since the May meeting of
council two associates have resigned. One
member has been placed on the list of those
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who, because of advanced years, are ex
cused from payment of dues. Deaths of
23 members have been reported as follows:
Arthur K. Anderson
Julius J. Anderson
Wm. T. Burrows
William Mills Corliss
Milton A. Feldmann
Ted Ferguson
F. Richmond Fletcher
Abbott B. Foster
Alex. K. Fotheringham
Thomas F. Gorman
Vincent B. Haggerty
O. Edward Haman
Harold B. Hart
P. Reginald Herington
Kenneth R. King
Bennett D. Mattingly .
Morton E. Setchell
Frank E. Soule
Durand W. Springer
John D. Stinger
P. J. Stouse
Charles E. Wermuth
William A. Wood
Durand W. Springer

The executive committee adopted the fol
lowing resolution on learning of the death
of Durand W. Springer:
Whereas Durand W. Springer devoted
the greater part of his life, with tireless
and wholly unselfish enthusiasm, to the
advancement of the accounting profession;
as president and secretary of the American
Society of Certified Public Accountants
and secretary of the Michigan State Board
of Accountancy he rendered substantial
services in the organization and develop
ment of state societies of certified public
accountants; he brought about thoughtful
consideration of problems of state ac
countancy legislation; he rendered per
sonal assistance to innumerable individual
certified public accountants; and took a
large part in bringing about the merger
of the two national accounting organiza
tions in 1936;
Be it resolved, That the executive com
mittee of the American Institute of Ac
countants hereby record its profound sor
row on learning of the death of Durand W.
Springer on May 18, 1943, and that the
said executive committee also record its
recognition of the great contribution he
made to the progress of the accounting pro
fession in the United States.
Further resolved, that this resolution
be inscribed in the minutes of the executive

committee and that a copy be sent to Mr.
Springer’s family.
Standing of Certified Public
Accountant before Federal
Government
While in the business and financial world
the certified public accountant has long
been recognized as an independent expert,
whose impartial review of the accounts of
business enterprises is essential in credit
granting, reports to stockholders and pros
pective investors, to management, and to
government authorities, there have been
a number of indications that in Congress
and in some government agencies the quali
fications of certified public accountants and
their functions in our modern economy are
not well understood. In the past ten years
the trend toward wider regulation of busi
ness by government, and toward direct
participation by government corporations
in business enterprises, has greatly height
ened the significance to the accounting
profession of the government’s attitude
toward the certified public accountant. The
vast government procurement program re
quired by war, giving rise to a multitude
of complex accounting and auditing ques
tions related to cost-plus-fixed-fee con
tracts, renegotiation and termination of
contracts, together with problems created
by federal taxation, has redoubled the im
portance of the government’s attitude to
ward the professional accountant.
To the extent that the reports of inde
pendent certified public accountants may be
accepted by government agencies as credible
evidence of the fairness of representations
of cost and financial data submitted by war
contractors, taxpayers, and others with
whom the government deals, both the gov
ernment and the citizens concerned may be
relieved of laborious, costly, and time
consuming duplication of auditing.
Ever since the beginning of the defense
program various aspects of this problem
have been receiving the attention of the
executive committee, and in the past few
months it has been the subject of even
greater discussion. At the meeting of the
committee held May 9th, just prior to the
council meeting, a subcommittee was ap
pointed to study the relationship of the
accounting profession to federal legisla
tion and regulations involving questions of
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accounting and auditing, and to report back
to the executive committee. The subcom
mittee reported at the meeting of August
12th, and submitted a statement of objec
tives which was approved by the executive
committee, as follows:
Objectives
1. To bring about an appreciation by
the executive and legislative branches of
the federal government of the qualifications
and standards of the certified public ac
countant and the kind of services he
renders,
2. To encourage acceptance by govern
ment agencies of reports of certified public
accountants as a result of their examina
tions of the accounts of public and private
bodies with which the government is con
cerned; as a means of reducing the expense
of audits by government employees and of
assuring unbiased and impartial presenta
tion of the facts.
3.To bring about improvement of the
federal government’s internal accounting
procedures with a view to increased effi
ciency and economy in government opera
tions.
As one step toward the objectives agreed
upon, an editorial outlining the part which
the accounting profession can play in the
postwar economy, and describing the pro
fessional accountant’s qualifications for the
job, was published in the September issue
of The Journal of Accountancy under the
title “A Magnificent Opportunity,” and re
prints were distributed to all members of
Congress, and to government officials who
might be interested.
On June 25th, Robert H. Montgomery
sent to all members and associates of the
Institute a letter suggesting the possibility
of great improvement in the federal in
come-tax laws and their administration.
Particularly, he suggested that corporate
net income as shown by the books of ac
count and certified by independent certified
public accountants be accepted by the Bu
reau of Internal Revenue without further
audit of the accounts except in unusual
circumstances. Colonel Montgomery re
ceived more than 600 replies to this letter
and, in view of the relationship of his pro
posal to the broad problem of the standing
of the accounting profession before the
federal government, he turned these let
ters over to the Institute for study. A num
ber of them contained extremely helpful
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suggestions. The letters were analyzed,
and a detailed report and summary of their
contents has been submitted to the com
mittee on federal taxation, and to the ex
ecutive committee, which authorized the
president of the Institute to discuss the
matter informally with officials of the
Bureau of Internal Revenue. This matter
will have further consideration by the com
mittee on federal taxation, and the execu
tive committee, in the coming year.
Amended, rules of practice before the
United States Tax Court, which require
certified public accountants not already
enrolled to take a written examination for
admission to practice, have also been the
subject of further consideration. It ap
pears that legislation would be necessary
to restore the former rules under which
certified public accountants were admitted
without examination, and it cannot yet be
determined whether such legislation will
be proposed.
An editorial appearing in ScrippsHoward newspapers throughout the coun
try in September, intimating that account
ants were opposed to simplification of the
tax laws because of possible reduction in
the volume of their professional practice,
was refuted in a letter sent to all editors
of Scripps-Howard newspapers by the
secretary of the Institute, which was pub
lished in many of the papers concerned,
and was followed by another editorial
acknowledging that the earlier allusion to
the attitude of accountants toward tax
simplification was unjustified.
At a meeting of the executive committee,
the following resolution was approved for
submission to the council, with the recom
mendation that it be submitted to the an
nual meeting of the Institute for adoption:

Whereas, since the enactment of the
original income tax law in 1913 there have
been twenty statutes making revisions
thereof passed respectively in 1916, 1917
(two), 1918, 1921, 1924, 1926, 1928, 1932,
1934, 1935, 1936, 1937, 1938, 1939, 1940
(two), 1941, 1942, and 1943; and the
members of the American Institute of Ac
countants believe that such annual revi
sions of the tax laws have resulted in the
creation of a very complex tax structure
which is highly detrimental to the pros
perity of the country, and they believe that
the permanent establishment of sound prin
ciples of taxation is urgently required to
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give taxpayers the necessary confidence to
face the future:
Be it resolved that the American In
stitute of Accountants urges that Congress
establish as soon as possible a qualified non
partisan commission composed of members
of Congress, representatives of the Treas
ury Department, independent lawyers, ac
countants, and economists to write a simple
revenue law which will express a per
manent and consistent policy of federal
taxation.
In September it was discovered that a
draft report of a congressional committee,
related to renegotiation, expressed the
opinion that government agencies should
carefully audit the accounts of contractors
subject to renegotiation, and implied that
reliance on reports of independent certified
public accountants was insufficient. Victor
H. Stempf, vice president of the Institute,
and chairman of the committee concerned
with renegotiation, wrote to the chairman
of the congressional committee concerned,
and requested an opportunity to discuss
the matter with him, pointing out that in
view of the acute shortage of qualified
accounting personnel a requirement such
as that proposed might seriously impede
the war effort. Following such discussion
the implication that CPA’s reports were
untrustworthy was stricken out.
Testimony at a hearing before another
congressional committee in September
brought out a question by the chairman
as to whether an accounting firm could be
independent of its clients. The secretary of
the Institute immediately addressed a let
ter to the chairman, explaining the tradi
tion of independence to which the account
ing profession adheres, and the safeguards
which surround it. These acts have had
the approval of the executive committee.
The committee on governmental account
ing has proposed to sponsor a conference
on federal-government accounting in New
York, December 2nd and 3rd, and the ex
ecutive committee has authorized such a
conference, which may provide an oppor
tunity for clarification of many difficult
problems involved in the federal govern
ment’s accounting and auditing require
ments.
For the guidance of the incoming execu
tive committee, it is suggested that discus
sion and an expression of opinion on these
matters by the council would be helpful.

Recommendation for Amendment of
Bankruptcy Act
Acting under authority of the council,
and in accordance with the recommenda
tion of the committee on bankruptcy, the
executive committee adopted the following
resolution at its meeting August 12th:
Whereas, The executive committee of
the American Institute of Accountants is
aware of the inequities resulting from the
interpretations placed upon Section 270
of .the Federal Bankruptcy Act by the
administrative offices of the Treasury De
partment and whereas these inequities re
sult in a discriminatory reduction in basis
of taxpayers who have been reorganized
under the Act, particularly when compared
with the status of railroad corporations as
provided in the Revenue Act of 1942, and
whereas the executive committee deems it
to be a matter of prime importance that
such inequities be removed as soon as pos
sible ;
NOW, THEREFORE BE IT RESOLVED, That
the following proposed amendment to Sec
tion 270 of the Federal Bankruptcy Act,
as amended, be approved in principle as
setting forth the desire of the American
Institute of Accountants to bring this mat
ter in a practical way to the attention of
the judiciary committees of the House and
Senate:
That Section 270 of the Federal Bank
ruptcy Act should be repealed, and that
the following be substituted therefor:
•Section 270. The tax basis of property
of a corporation reorganized under this
Chapter, or reorganized under Section
77-B of the Federal Bankruptcy Act,
as amended on June 7, 1934, shall not be
decreased as a result of its reorganiza
tion; the basis shall be the same as it
was in the hands of the company or its
predecessor transferor prior to reorgani
zation. The term “reorganization,” as
used in this paragraph, shall not be
limited by the definition of such term in
Section 112 (g) of the Internal Revenue
Code. Such basis shall be utilized for invested-capital computations as well as for
the computations affecting income.
This rule shall be applicable to prop
erty retained or acquired in a reorgani
zation effected pursuant to an order of
the court under the Federal Bankruptcy
Act, as amended, entered after June 7,
1934.
Nothing in this section, however, shall
change or limit the running of the stat
utes of limitations relating to the filing
of amended tax returns or the filing of
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claims for refund which otherwise might
be alleged to have been illegally col
lected.
And be it further resolved., That the
president be instructed to transmit a copy
of this resolution, together with the pro
posed amendment, to the respective chair
men of the House and Senate judiciary
committees.
Copies have been sent to the chairmen
of the Congressional committees concerned,
and to the National Bankruptcy Confer
ence.
Cooperation with Treasury
Department
At the request of the War Finance Di
vision of the United States Treasury De
partment, the executive committee adopted
the following resolution, urging the co
operation of accountants in the war-loan
campaign:
Whereas, The United States Treasury
has requested the cooperation of the Ameri
can Institute of Accountants in the task of
financing the war,
Be it resolved, That the executive com
mittee of the American Institute of Ac
countants recognizes the importance of the
Treasury’s war loans in procuring funds
for supplying the armed forces and in re
tarding inflation;
And be it further resolved, That the
said executive committee believes that
members of the accounting profession can
render a patriotic service, as well as a
service to their clients, by encouraging
clients to purchase government securities,
and by facilitating technical administration
of payroll savings plans for the purchase
of war bonds by employees, with particu
lar regard to keeping up-to-date records,
and prompt delivery of bonds.
The executive committee also authorized
the secretary, at the suggestion of the
Treasury Department, to request the presi
dents of state societies to designate indi
vidual members who might serve as con
sultants to victory-loan committees in the
principal cities of the country. Editorials
urging the profession to cooperate in the
war-loan drives have appeared- in The
Journal of Accountancy.
World Calendar
At the request of the World Calendar
Association, the executive committee au
thorized appointment of a special com
mittee to study the proposals for calendar
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reform. The committee has submitted a
report, recommending that the Institute
sponsor the world calendar. This report is
referred to the council of the Institute for
action.
Aptitude Tests
The executive committee authorized ap
pointment of a special committee to study
the problem of aptitude tests for account
ants. A report has been received, which is
referred to the council for consideration.
Annual Awards
A subcommittee of the executive com
mittee was requested to study the possi
bility of the creation of annual awards to
be granted in the name of the Institute for
outstanding contributions to the advance
ment of the accounting profession in
various fields. Recommendations of a sub
committee are referred to the council for
consideration.
Firm Names
In accordance with a resolution of the
council at its meeting May 11th, the ex
ecutive committee studied a request for
advice from the committee on state legis
lation regarding legislation proposed in
some states to prohibit the use of firm
names by accounting firms containing the
names of former partners no longer living,
or no longer members of the partnership.
The executive committee recommends that
the council adopt the following resolution:
Whereas, The American Institute of
Accountants committee on state legislation
has requested the council of the Institute
for an expression of opinion as to the In
stitute’s policy toward legislative proposals
which would prevent continuation of a firm
name containing the names of former part
ners who have died or who have with
drawn from the partnership; and
Whereas, Said council of the American
Institute of Accountants believes it de
sirable that the policy of the Institute on
this question be recorded;
Now THEREFORE BE IT RESOLVED, That in
the opinion of the council of the American
Institute of Accountants neither the public
interest nor the interest of the accounting
profession as a whole would be served by
legislation preventing the use by public
accounting firms of firm names or titles
which contain the names of partners who
have died or withdrawn from the firm;
and be it further
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Resolved, That the committee on state
legislation be instructed to oppose legisla
tive proposals of the type described in this
resolution.

Trial Board
The executive committee received a re
port from the committee on professional
ethics that the certified public accountant
certificate of a member of the Institute had
been revoked for cause by the state board
of accountancy which had issued it. In ac
cordance with Article VI, Section 1 of the
by-laws, the executive committee sent to
the member a formal notice of the com
plaint, and summons to appear in answer
at the next meeting of the council sitting
as a trial board in New York, October 18,
1943. This notice, which was sent by reg
istered mail, was returned with an indica
tion that the address of the member con
cerned was unknown. The matter will come
before the council in the regular course.
Yearbook

The 1942 yearbook was published in
April, 1943. The delay was due in part to
printing difficulties, and in part to the in
creased volume of work necessary to pre
pare the list of names and addresses of the
rapidly enlarging membership. In view of
the current paper shortage, and the print
ing difficulties arising from manpower
shortages, the executive committee recom
mends that no new yearbook be published
in the fiscal year 1943-1944, but that the
next edition of the yearbook be known as
the 1943-1944 yearbook, to be published
in the fall of 1944, and in the meantime re
ports of officers, council, and committees
be sent to the members in pamphlet form,
and a supplementary list of members and
associates admitted since publication of the
1942 yearbook be published in pamphlet
form in the spring of 1944.
1944 Meeting Place
In view of the strain on transportation
facilities and hotel accommodations, due to
war conditions, the executive committee
recommends that selection of a meeting
place for the 1944 annual meeting of the
Institute, and authority over the nature
and extent of that meeting, be referred to
the incoming executive committee with
power.

Technical Assistant to Tax
Committee

In accordance with authorization of the
council at its meeting May 10th, the ex
ecutive committee has approved the em
ployment of Miss Rebecca Newman as
technical assistant to the committee on
federal taxation for a trial period of six
months, at a salary within the amount of
the budget appropriation authorized by the
council.
Pension Plan

At the meeting of council in May, 1943,
a pension plan was adopted providing for
the purchase of insurance and annuity con
tracts for the benefit of employees qualify
ing under specific standards who had not
passed the age of fifty-five and one-half
years. Three employees who had passed
that age, and for whom it was therefore
not practicable to purchase insurance or
annuity contracts, were the subject of
special resolutions adopted by the council,
expressing the Institute’s intention, but
without binding obligation, to pay out of
its current income to those three indivi
duals sums to which they would have been
entitled under the provisions of the pen
sion plan itself if they had been eligible
therefor.
Upon the official adoption of the plan fol
lowing the council meeting, Frank A. Gale
found upon examination and reference to
official records that he had passed the age
of fifty-five and one-half years before the
effective date of the plan. He was, there
fore, ineligible to participate. Upon learn
ing the facts the executive committee, at
its meeting of August 12th, recommended
that council adopt a resolution expressing
the Institute’s intention to provide retire
ment income for him as it had done for
the other three individuals whose age pre
vented participation in the plan. The fol
lowing resolution is therefore proposed for
adoption by the council:

Whereas, The form of agreement ap
proved at the meeting of council May 10,
1943, embodying the American Institute
Pension Plan does not provide for partici
pation by employees over the age of fiftyfive (55) years, six months, because no
provision could be made for the inclusion
of such employees except at excessive cost;
and,
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Whereas, Frank A. Gale was at the
time of adoption of the Plan over the age
of fifty-five (55) years, six months, and it
is the sense of this resolution that provi
sion be made so that Mr. Gale shall re
ceive monthly income benefits throughout
his lifetime equal to those which will be re
ceived by the participants in the Plan from
their own contributions as employees of the
Institute and from contributions by the
Institute;
Now, THEREFORE, BE IT RESOLVED:

That if the Pension Plan is still in effect
when Frank A. Gale reaches the retire
ment age provided by the Plan, it is the
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intention of the American Institute of
Accountants to make voluntary payments
to Mr. Gale throughout the remainder of
his life after his attaining the retirement
age provided in the Plan in amounts equal
to what he would have received from his
own contributions as an employee of the
Institute and from the contributions by the
Institute if he had been permitted to par
ticipate in the Plan.
Securities
The following security sale has been
approved by the executive committee since
the May, 1943, meeting of council:

General Fund
Sold
$15,000 United States Treasury 91-day bills,
July 21, 1943
Respectfully submitted,
John L. Carey, Secretary
October 17, 1943

$15,000

George S. Olive, Chairman

Reports of the Board of Examiners
MIDYEAR REPORT

To the Council of the
American Institute of Accountants:
Gentlemen : The board of examiners has
held two meetings since the annual meet
ing in Chicago, and there have been several
subcommittee meetings.

Examinations
Today forty-six state and territorial ac
counting boards (not including the Virgin
Islands board which has expressed its in
tention of using the Institute’s standard
examination) subscribe to the standard ex
amination prepared by the Institute’s board
of examiners.
During the current fiscal year, the board
of examiners has devoted much time and
energy to the preparation of the examina
tion; to preparations for planning future
examinations, and to improvement in ex
amination procedure. The board has con
sistently held that no effort should be
spared to provide the cooperating state
boards of accountancy with the type of
CPA examination that will best serve their

needs and maintain a high standard for
the CPA certificate. At the joint meeting
of the Association of Certified Public Ac
countant Examiners and the Institute’s
board of examiners, at Detroit in the fall
of 1941, a number of objectives dealing
with uniform examinations were adopted.
In May, 1943, the two and one-half day
examination, recommended at the Detroit
meeting, is being inaugurated. The new
examination consists of four subjects:
Auditing, Commercial Law, Theory of
Accounts, and Accounting Practice, with
Accounting Practice, Parts I and II, graded
as a unit as in the past. The subjects are
to be given in the following order:
Wednesday, 1:30 P.M. to 6:00 P.M.—
Accounting Practice, Part I

Thursday, 9:00 A.M. to 12:30 P.M.—
Theory of Accounts
Thursday, 1:30 P.M. to 6:00 P.M.—
Accounting Practice, Part II

Friday, 9:00 A.M. to 12:30 P.M.—
Commercial Law
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Friday, 1:30 P.M. to 6:00 P.M.—
Auditing

The only substantial change is the intro
duction of a separate paper in Theory of
Accounts; this subject had been combined
with Accounting Practice in recent years.
With the introduction of the additional
half day, the afternoon sessions have been
shortened to four and one-half hours, and
the board of examiners has recommended
to state boards of accountancy that no ad
ditional time be allowed beyond the four
and one-half hour session. The length of
the examination papers in Accounting
Practice is being reduced commensurately.
Papers for each examination subject have
been developed through subcommittees of
the board, so that intensive study might be
given each paper. In accordance with the
procedure adopted at earlier examinations,
with a view to checking the time required
to solve the problems and to eliminate
any ambiguities which may exist, the ex
amination problems and questions have
been subjected to preliminary testing by
solution under examination conditions by
certified public accountants specially se
lected for the purpose.
To assist the members of accountancy
boards who may travel many miles to the
place where the examination is conducted
and may wish to start grading immedi
ately following the examination, the solu
tions are being sent to state boards earlier
than in former years.
Due to the adoption of the two and onehalf day examination schedule, the board
seeks approval of council, of amendments
to section (a), paragraphs four and six,
under the title “Written Examinations,”
of the rules of the board of examiners,
so that those paragraphs will read as fol
lows :

“Examinations shall include questions in
(1) Accounting Practice (Parts I and II),
(2) Theory of Accounts, (3) Auditing,
and (4) Commercial Law. The time re
quired shall not exceed two and one-half
days.”
“Applicants who shall have passed the
examination in two or more subjects (Ac
counting Practice, Parts I and II, is con
sidered a single subject), at one sitting
shall have the right on payment of the
required fees, to be reexamined within a
limited period in the subject or subjects

in which they have failed to receive pass
ing grades.”
During the year the board of examiners
has given serious consideration to the
problem of long-range planning of ex
aminations. A member of the board has
defined “planned examinations” in a paper
presented at the 1942 joint meeting of ac
countancy examiners, and reprinted in the
April, 1943, issue of The Journal of Ac
countancy, as “those examinations which
over a period of years will have covered
all topics of the four subjects without
overstepping the bounds of accountancy
and trespassing upon the fields of law,
engineering, or other professions.” The
board has retained a member of the In
stitute with public accounting and uni
versity teaching experience to assist the
board in the initial development of a longrange program for future examinations.
Because of the importance of the standard
examination to the entire profession and
the board’s need for technical assistance in
developing the examination program, it is
requested that provision be made in the
budget for the balance of this fiscal year
of an additional appropriation of $1,000,
plus a further appropriation of $3,000 for
technical assistance for the year 1943-1944.
The following states, listed in the order
their first CPA laws were enacted, pre
pare their own examination questions:
Date of
first law
New York _______
1896
Pennsylvania __________
1899
Maryland ____________
1900
New Jersey ___________
1904
Ohio _______________
1908
Wisconsin_____________
1913
With a view to encouraging the state
boards of accountancy in the six states
shown above to adopt the standard ex
amination, the board of examiners believes
it desirable for a subcommittee of the
board to meet with the state accountancy
boards named above, to discuss possible
arrangements for adoption of the standard
examination. Because of the importance to
the entire profession of a uniform ex
amination throughout the whole country,
and since this special project will involve
travel, in addition to attendance at regu
lar board meetings, the board requests
that there be appropriated in the 1943-1944
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budget, the sum of $750 to cover out-ofpocket expenses of board members in
traveling to the respective states in carry
ing out this project.
Elijah Watt Sells Awards

The winners of the Elijah Watt Sells
awards at the November, 1942, examina
tion, are as follows:
First prize (gold medal)
Stanley W. Smith, Texas
Second prize (silver medal)
Joseph E. Rawlinson, Montana
Honorable mention
Harold A. Brinner, Missouri
C. E. Matsch, Iowa
Public Accounting Experience
Requirements
On several occasions during the present
year, the board of examiners has had for
consideration the applications of certified
public accountants who have not had a
single day’s public accounting experience.
The committee on state legislation in its
May, 1940, report to council, recom
mended the adoption, as a standard ex
perience requirement for the CPA certifi
cate, of a provision for “work as a public
accountant or experience in the office of a
practicing public accountant.” The com
mittee felt there was no substitute for
public accounting experience, but later in
the report expressed the opinion that this
wras an ideal standard and that the ques
tion was one for decision by the state
boards of accountancy. The board of ex
aminers is cognizant of the fact that in
many states public accounting experience
could be required only by a change in the
public accountancy law, and there are
often many factors that must be weighed
before action is taken to change state
statutes. It is the opinion of the board of
examiners that the CPA certificate should
be a certificate issued to public accountants,
as its name implies, who have had special
technical accounting training and public
experience, and not merely be considered
as an academic degree. It is quite natural
that as the CPA certificate continues to
gain prestige accountants outside the pub
lic accounting profession will seek more
strenuously to attain it. A study of the
accountancy laws and rules of the boards,
as published in the Commerce Clearing
House, Accountancy Law Service, reveals

that twenty-nine states do not require
candidates for the certificate, either before
or after the examination, to have public
accounting experience. While it is possi
ble for a certified public accountant who
has not had public accounting experience
to be admitted as an associate of the In
stitute, and the board does not wish to
recommend a change in the. existing ad
mission requirements, it is the opinion of
the board that every effort should be made
by the Institute, in cooperation with state
societies of certified public accountants
and state boards of accountancy, to raise
the public accounting experience standards
for the CPA certificate at every opportune
time.

Statistics
A member of the board, a subcommittee,
or in some cases the entire board, passes
upon each application for admission to
the Institute. Although modifications in
admission procedure, approved by council
a year ago, have facilitated the admissions
work of the board, the constantly increas
ing number of applications has given the
board a strenuous program in this field of
its work. Two hundred forty-four appli
cations were pending at the beginning of
the fiscal year. Since that time, the board
has received 530 applications (including
23 applications for advancement), and has
recommended the admission of 532. Two
hundred twenty-seven were pending on
May 1, 1943.
In November, 1942, 1,656 candidates
wrote the standard examination, and the
Institute’s examining staff graded the
papers of 609 candidates. The following
percentages show the proportion of the
candidates who received passing grades
of 75 points or more: Auditing, 52.3 per
cent; Commercial Law, 35.8 per cent;
Accounting Theory and Practice, 22.8 per
cent.
The board of examiners is working
closely with the Association of Certified
Public Accountant Examiners in an effort
to provide the best possible examination
service. To further this desirable coopera
tive effort, the board plans to arrange a
luncheon during the 1943 annual meeting
of the Institute in October, at which mem
bers of the Institute’s board may discuss
informally with state accountancy board
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members, questions of mutual interest.
The board of examiners has inquired
as to whether or not it might be entitled
to apply for admission as a member of
the Association of Certified Public Ac
countant Examiners.
With the view of better serving the ac
counting profession and the Institute, the
board will value suggestions from the

members of council and state society
presidents gathered at this meeting as to
ways in which its present activities may be
expanded or modified.

Respectfully submitted,

Henry E. Mendes, Chairman
May 1, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants :
Gentlemen: The board of examiners
has held two regular meetings and sub
committees have held two meetings since
the spring meeting of council, at which
the board reported in detail on its work
for the first eight months of the Institute’s
fiscal year.
Raymond E. North of New York was
elected by council at its spring meeting to
fill the vacancy on the board of examiners
created by the resignation of J. Cyril McGarrigle.
The Institute’s board will be host to the
Association of Certified Public Accountant
Examiners at a luncheon at the WaldorfAstoria, October 18, 1943. Henry E.
Mendes, chairman of the board of ex
aminers, will present at the luncheon a
paper on the Institute’s contribution to de-

velopment of uniform examinations.
Papers will be presented at the open ses
sion of the Association in the afternoon
by Norman E. Webster and John F.
Forbes.
During the year the Institute’s board
has continued its close cooperation with
the Association of Certified Public Ac
countant Examiners, which now includes
in its membership every state accountancy
board. The Institute’s board is pleased to
report that it was admitted to member
ship in the Association in September, 1943.
During the past fiscal year the board
of examiners received 1,100 applications
for admission to the Institute and since
September 1, 1943, over 150 additional
applications have been received. The ad
missions work of the board is reflected in
the following statistical record of the ac
tivities of the board of examiners for the
fiscal year:

Members Associates
Admitted on Institute examinations ____________
135
279
Admitted on other examination_________________
192
169
Admitted on oral examination___________________
1
2
328

Twenty-nine associates were advanced to
membership.

Examinations
The board of examiners planned to set
the date for future November examina
tions one week earlier than usual so as
to permit grading and administration of
the examinations to be completed in ad
vance of the year-end tax rush. It was
found, however, that Armistice Day,
which comes within the proposed schedule,
is a legal holiday in some states and public
buildings in which the examination is
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T otal
414
361
3
778

usually conducted would not be available.
The 1943 fall examination has therefore
been scheduled for Wednesday through
Friday, November 17-19. Because of the
tendency for the tax season to extend fur
ther into the spring, the dates for the May
examination have been set forward one
week so that the examination will be held
in the third week of May.

Beginning with the November, 1943,
examination, the time allowed for the
Auditing examination will be shortened to
three and one-half hours. The Auditing
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examination is scheduled for the last after
noon of the examination period and the
board felt that an Auditing paper that
could be written in three and one-half
hours would be of adequate length to test
a candidate’s knowledge of that subject.
While it was expected that there would
be fewer candidates sitting for the stand
ard CPA examination during wartime,

November, 1942 ___
May, 1943 ________

A uditing
232
283

Following are the states and territories
which used the uniform examination pre
pared by the board:

November, 1942
Alabama, Alaska, Arizona, Arkansas,
California, Colorado, Connecticut, Dela
ware, District of Columbia, Florida,
Georgia, Hawaii, Idaho, Illinois, Indiana,
Iowa, Kansas, Kentucky, Louisiana,
Maine, Massachusetts, Michigan, Minne
sota, Mississippi, Missouri, Montana, Ne
braska, Nevada, New Hampshire, North
Carolina, North Dakota, Oklahoma, Ore
gon, Rhode Island, South Dakota, Ten
nessee, Texas, Utah, Vermont, Virginia,
Washington, West Virginia, Wyoming
and the Treasury Department.
May, 1943
Alabama, Arizona, Arkansas, California,
Colorado, Connecticut, Delaware, District
of Columbia, Florida, Georgia, Hawaii,
Idaho, Illinois, Indiana, Iowa, Kansas,
Kentucky, Louisiana, Michigan, Minne
sota, Mississippi, Missouri, Montana, Ne
braska, New Hampshire, New Mexico,
North Carolina, Oklahoma, Oregon,
Puerto Rico, South Carolina, South Da
kota, Tennessee, Texas, Utah, Washing
ton, West Virginia, Wyoming.
Forty-seven states and territories and
the Treasury Department now cooperate
with each other by using the examinations
prepared by the board.

there has been no perceptible decline.
Change to the two and one-half day ex
amination was accomplished with no diffi
culty.
Following are the statistics, showing the
number of candidates who passed in those
states and territories cooperating with the
Institute under its standard plan by which
papers are graded by the Institute’s ex
aminers :
Law
159
220

Accounting
Theory
—
281

Accounting
Practice
123
81

The winners of the Elijah Watt Sells
scholarship awards were as follows:
November, 1942
Stanley W. Smith, Texas, first prize.
Joseph E. Rawlinson, Montana, second
prize.
H. A. Brinner, Missouri, honorable men
tion.
C. E. Matsch, Iowa, honorable mention.

May, 1943
Thaddeus H. Poeller, Illinois, first prize.
Leon Vern Tinkham, Illinois, second
prize.
Jack B. Sluiter, Michigan, honorable
mention.
Although pressure of war activities has
made development of a long-range pro
gram for planned examinations move
slowly, definite progress has been made.

Respectfully submitted,

Henry E. Mendes, Chairman
Roy Andreae
Robert P. Briggs
Harold R. Caffyn
J. William Hope
Kenneth M. Montgomery
Raymond E. North
George E. Perrin
Norman E. Webster
October 15, 1943
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Report of the Committee on Nominations
ANNUAL REPORT

To THE
American Institute of Accountants :
Gentlemen : The committee on nomina
tions hereby nominates the following for
officers, auditors, and members of council
of the American Institute of Accountants
to be voted upon at the 1943 annual meet
ing at New York, New York, October 19,
1943:
For officers:
President—
Victor H. Stempf, New York
Vice-presidents—
George D. Bailey, Michigan
J. A. Phillips, Texas
Treasurer—
Samuel J. Broad, New York
For auditors:
Henry A. Horne, New York
Howard A. Withey, New York
For members of council:
(Three-year term) :
Dixon Fagerberg, Arizona
James A. Councilor,
District of Columbia
J. Leonard Penny, Illinois
Stanley G. H. Fitch, Massachusetts
Harold W. Scott, Michigan
Dick D. Quin, Mississippi
Edwin H. Wagner, Sr., Missouri
Walter L. Bradley, New York
Percival F. Brundage, New York
Joseph J. Klein, New York
Edward A. Kracke, New York
J. Arthur Marvin, New York
Julian A. Hawk, Ohio
. Frank Wilbur Main, Pennsylvania
Frederick F. Alford, Texas

Arthur C. Upleger, Texas
(One-year term, to fill a vacancy):
Brooks Geoghegan, Georgia

Each of the nominees has expressed his
willingness to serve if elected. These nom
inations have been approved unanimously
by the members of the committee on nom
inations with the exception that Mr. Hawk
cast his vote for a nominee other than
himself to be recommended from the State
of Ohio.
In many of the states from which council
members were to be nominated this year,
a disappointingly small number of the mem
bers of the Institute responded to the com
mittee’s request for an expression of opin
ion as to suitable nominees. This has led
the members of the committee to consider
the possibility of recommending some
change in the present machinery, which re
quires the committee to present question
naires to all members in states to be repre
sented on the council before selecting nom
inees. A special meeting of the committee
has been called for October 17th to con
sider this matter further, as a result of
which some recommendations may be sub
mitted to the council.
Respectfully submitted,

Clifton H. Morris, Texas, Chairman
Earl A. Waldo, Minnesota
Francis P. Farquhar, California
P. W. R. Glover, New York
Julian A. Hawk, Ohio
Alfred D. Peabody, Colorado
John H. Zebley, Jr., Pennsylvania
August 18, 1943

Supplementary Report of the Committee on Nominations
To the Council of the
American Institute of Accountants :

Gentlemen : The committee on nom
inations met at the Waldorf-Astoria,
October 17, 1943.
Present:
Clifton H. Morris, Texas,
Chairman

Earl A. Waldo, Minnesota
P. W. R. Glover, New York
Julian A. Hawk, Ohio
Alfred H. Peabody, Colorado
John H. Zebley, Jr., Pennsylvania
The committee discussed the possibility,
referred to in its report to the membership
published as part of the notice of the an
nual meeting, of recommending a change
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in the present procedure through which
members are nominated for election to
the council of the Institute. After discus
sion, it was resolved unanimously that no
recommendation for change in the present
method of nominating council members
should be made at this time, but by edu
cational methods an effort should be made
to improve the effectiveness of the present
machinery.
It was further resolved unanimously that
the committee authorize the chairman to
appear before the forthcoming meeting of
the Advisory Council of State Society Presi
dents to inform them of the present prob
lems of the committee on nominations,
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largely created by the lack of response by
members to questionnaires seeking their
opinions as to suitable nominees for the
council, and requesting the cooperation of
state society presidents in this matter. The
committee also recommends that the suc
ceeding committee on nominations take
such further steps as may be feasible to in
form the membership of the problems with
which all nominating committees are con
fronted, and seek their assistance in the
most effective solution.

Respectfully submitted,
Clifton H. Morris, Chairman
October 17, 1943

Reports of the Committee on Professional Ethics
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants:

Gentlemen: The New York members
of the committee on professional ethics
have held several meetings with members
of the Institute to discuss questions arising
from complaints referred to the committee.
The only meeting of the full committee,
since its election last October, was held
during the present session of council.
Rule of Professional Conduct
Last year the committee on professional
ethics indicated it favored a change in rule
No. 10 of the Rules of Professional Con
duct so as to prohibit all advertising of
any kind, including publication of so-called
cards. The committee sought the advice
of the members of the Advisory Council
of State Society Presidents in this matter.
At its meeting in Chicago last September
the Advisory Council recommended to
council of the Institute that a rule of con
duct be adopted by the Institute pro
hibiting all advertising in any form by
members and associates of the Institute,
with the proviso that this prohibition would
not apply to announcements of changes of
address, changes in partnership or in key
personnel, and similar announcements, and
that the rule should not become effective
until one year after its adoption. This rec
ommendation was referred by the execu-

tive committee to your committee on pro
fessional ethics, with a request that we
report our recommendation with regard to
this proposal to the spring meeting of
council, but suggesting that the limitation
on use of cards by Institute members be
extended only so far as state societies may
adopt similar rules. The committee on pro
fessional ethics has drafted the following
proposal for the consideration of council,
which if approved will be submitted to
the membership by mail, and will be voted
upon at the annual meeting in October,
1943:
Amend rule No. 10 as follows:
“A member or an associate shall not ad
vertise his professional attainments or
services. The publication of what is tech
nically known as a card is restricted to an
announcement of the name, title (member
of American Institute of Accountants,
CPA, or other professional affiliation or
designation), class of service, and address
of the person or firm, issued in connection
with the announcement of change of ad
dress or personnel of firm, and shall not
exceed two columns in width and three
inches in depth if appearing in a newspaper,
and not exceeding one-quarter of a page if
appearing in a magazine, directory, or
similar publication.”

Analysis of Cases
38—14. Information has now been
made available to the committee in its
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study of this case, which has been reported
at numerous meetings of council, which
the committee believes will permit it to
reach a conclusion in the matter in the
immediate future. The case arose from a
court decision involving alleged conspiracy
to defraud.
5.
40This case, which involved an in
vestigation by public authorities, was still
awaiting the result of such investigation
when the member against whom the com
plaint was lodged left the practice of public
accounting, and has since resigned from
membership in the Institute. The commit
tee has therefore closed the file in the case.
41- 9. A report of this case has been
made to the council at two previous meet
ings. It concerned a member who was in
dicted by a federal grand jury. The com
mittee has now been informed that the
federal authorities, without any initiative
or without motion on the part of the
member involved, have dropped and nolle
prossed all charges against the member.
The committee has therefore closed the file
in the case.
42- 2. As reported to council at two
previous meetings, the committee is still
awaiting information which may be avail
able as a result of civil proceedings against
the member concerned, before taking
formal action in this matter, which in
volves alleged violation of an oral contract.
42-3. This case concerns a member
who is alleged to have acted as a municipal
official and at the same time maintained a
partnership in a firm of independent pro
fessional public accountants, while other
partners of this firm, acting through a
separate partnership, were engaged to
make the annual audit for the city. The
committee received an explanation from
a member of the firm involved, has re
viewed the record, and has now received
formal notice from the member concerned
that negotiations have been completed
which have removed the cause for criticism.
The committee thereupon closed the case.
42-5. The committee has reported at
two previous meetings of the council on
this case, which involves a member who
has been indicted by a federal grand jury.
The committee is still deferring formal
action in the matter until the court record
may be available.
42-11. Allegations by a nonmember of
the Institute were submitted to the com
mittee against an accounting firm, of which
partners are members of the Institute, to
the effect that said accounting firm had
certified - misleading financial statements.
The committee received an explanation

from the firm involved and is now studying
and analyzing the published annual reports
of the corporation concerned before reach
ing a final decision in the matter.
42- 14. This case, which was referred
to the committee by the Securities and Ex
change Commission, is being reported
upon separately by the committee in a sup
plementary report.
43- 1. This case arose from a complaint
that a member of the Institute approached
the employee of another member of the
Institute, and employed him without first
requesting said member for a release of
the staff member. Upon an explanation
from the member against whom the com
plaint was made that the staff member
applied for the position in answer to a
public advertisement, and since rule No. 8
does not prohibit a member from engaging
the services of one who is employed by an
other member if the employee responds to
public advertisement, the committee has
closed the file in the case.
43-2. A card was submitted to the com
mittee, containing a schedule of Victory
tax deductions and an explanation, bearing
the name of a firm of accountants, of which
partners are members of the Institute. The
committee requested an explanation from
the members involved, and upon assur
ance from the members that they would
discontinue the issuance of material of this
kind, the file in the case was closed.
43-3. The attention of the committee
was drawn to a civil case in which a firm
of accountants, of which a partner is a
member of the Institute, were sued for
alleged negligence, and the court handed
down a verdict unfavorable to the ac
countants. The committee has requested
an explanation from the member involved,
and is awaiting a response before pursuing
its investigation in the matter.
43-4. A complaint was made that a
member of the Institute had issued a cir
cular letter stating that his firm had made
plans to send experienced tax men to a
limited number of factories to prepare
income-tax returns for war workers, and
quoting nominal fees for this service. The
committee communicated with the member
concerned, and upon his assurance that
such letters would not be issued in the
future, the case was closed.
43-5. A complaint was made by a non
member of the Institute that a firm of
which partners are members of the In
stitute had entered into competitive bid
ding for a professional engagement. The
committee was informed that the state
society of which the partners of the said
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firm are also members had a similar
complaint under consideration, and the
committee of the Institute is delaying
action in the matter until the results of
the state society committee’s consideration
may be known.

Summary of Inquiries and Responses
Q. I have been offered an engagement to
prepare a booklet on procedure in
preparation of personal income-tax re
turns. My name would appear on the
booklet as author, with title of CPA
and possibly as Member, American In
stitute of Accountants, but neither the
booklet nor any advertising in connec
tion therewith would show my street
or city address. Is there anything in
connection therewith which would meet
with the disapproval of the committee
• on professional ethics?
A. There is no violation of rules of pro
fessional conduct in the preparation
and sale of a booklet by a member of
the Institute, but attention is directed
to the possibility that the Committee
on Practice of the Treasury Depart
ment would regard such an activity as
a violation of its rules.
Q. May I admit as partners two men who
have worked for me, one of whom is a
CPA, but the other not certified? There
is a question in my mind as to the ap
plication of rule No. 4, and I would
like to know if there has been a deci
sion as to what the phrase “which is
incompatible or inconsistent therewith”
covers ?
A. There seems to be nothing in your plan
which would be in conflict with the
rules of professional conduct. There is
no intent underlying any of these rules
to prevent a partnership between a
member of the Institute and one who
is not a member, or between a certified
public accountant and one who is not
a CPA. Rule 4 regarding an occupa
tion incompatible or inconsistent with
that of a public accountant was in
tended to cover activities in which it
might be held that a public accountant
could not appropriately engage simul
taneously with the conduct of profes
sional accounting practice. For example,
it might be held that a public account
ant should not at the same time be an
investment dealer, or securities sales
man.
Q. I have developed a procedure which
would be of value to contractors per
forming certain services for the armed
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services and it is my desire to make
my services and the services of my
staff available on a fee basis to any
contractor engaged in the performance
of the types of contracts with which I
am experienced. I would like your
opinion with respect to announcing to
interested members of the public my
intention to make my services and
services of my staff available for this
specialized work. Should a dignified
card containing an ordinary size printed
announcement with no words of solici
tation be proper, would following up
inquiries obtained thereby for purposes
of individually negotiated arrangements
violate the rules of professional con
duct? Of course no engagement would
be entered upon where an independent
public accountant had already been en
gaged by a particular contractor and
his services were satisfactory.
A. It is believed that rule No. 10 is in
tended to limit rather strictly public
advertisements by members or asso
ciates of the Institute to very simple
cards announcing changes of address
or personnel or similar simple state
ments. A description of the special type
of work you have undertaken would be
considered, it is believed, an advertise
ment of the professional services of the
member or associate concerned, which
is specifically prohibited by the rule. A
circular letter containing the same in
formation would, it is believed, also
be regarded as not permissible under
the rule.
Q. I am enclosing a memorandum which
I am sending to my clients in connec
tion with the present confusion regard
ing payment of income-tax returns for
1942. Does this come within the scope
of ethical practice?
A. So long as distribution of this form let
ter is restricted to your clients it would
not appear to conflict with the Insti
tute’s rules of professional conduct.
Q. Enclosed is a booklet summarizing the
Revenue Act of 1942, which booklet
bears our firm name. Would it be con
sidered unethical to mail these sum
maries to business houses not at present
our clients, and to distribute them to
members of luncheon clubs to which
we belong?
A. The committee on professional ethics
has agreed there is nothing in the rules
of professional conduct to prevent dis
tribution of bulletins, such as you en
closed, by an accountant to clients
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whom he is currently serving. How
ever, the committee feels that if a
booklet of this type is circulated to
others than clients now being served
by the firm, it would be a violation of
rule No. 10.
Q. I am operating as a sole proprietor and
have several employees, none of whom
is a certified public accountant. If I
enter the armed forces, how should
my certificates, reports, and letters be
signed? Should the man I leave in
charge have a power of attorney from
me ?
A. The committee finds some ground to
question the suggestion that practice
be carried on in the name of the pro
prietor, who is entering the armed
forces, by an assistant who is not a
certified public accountant or a mem
ber of the Institute. Rules No. 2 and
No. 6 are the ones which seem to re
late. The committee feels that there
would be some ground for criticism if
reports were signed in the name of the
proprietor or presented on his sta
tionery as a certified public accountant
when neither he nor any other certi
fied public accountant was in fact
supervising the work. The committee
suggests that it might be possible for
the proprietor to make an arrange
ment with another firm of certified
public accountants, or an individual
practicing certified public accountant,
to safeguard his practice while in the
service, utilizing the present assistants
as employees. It is possible that you
might form a partnership with the as
sistant you intend to leave in charge to
continue the practice for the duration
of the war. This, of course, would
necessitate the elimination of the title
“Certified Public Accountant” in con
junction with the firm name.
Q. It is proposed that the writer, as an
employee of a cooperative (a non
profit organization rendering various
types of service to its members, all of
whom are stockholders) undertake to
audit the records of its members and
certify statements of such members
which will be used occasionally for
credit purposes. It may be proposed
that the writer in the same status audit
the books of his employer, the coopera
tive, and certify its statement which
will almost certainly be used only for
internal purposes. May I have your
opinion?
A. It is the general opinion that if as a
professional practicing certified public

accountant you were engaged on a fee
basis to audit the accounts of the co
operative and the accounts of its mem
bers, you might properly certify the
financial statements. However, as an
employee of the cooperative on a salary
basis, the committee believes it would
be improper and inconsistent for you
to do so, since you could not be con
sidered an independent public account
ant. There would be no objection to
your auditing the accounts of the mem
bers in the manner in which internal
auditors of cooperatives perform such
functions and you could make reports
based upon that examination, but you
should not certify them as an inde
pendent professional practitioner and
should make it clear in your reports
that you are acting as an officer or
employee of the cooperative.
Q. Three accountants form a partnership,
one of whom is certified and a member
of the Institute, the other two not
certified. May the certified member
sign and certify financial statements
issued by the firm and on the firm sta
tionery? If such is permitted, to what
extent must he participate in or super
vise the engagement to which the cer
tified statement applies?
A. There is nothing in the rules of pro
fessional conduct to prevent a certified
public accountant and a member of the
Institute from forming a partnership
with one who is not a member or is
not a CPA. Also, there is nothing in
the rules to prevent a member from
signing or certifying financial state
ments prepared by a partner or an em
ployee, though not under his own super
vision.
Q. My son entered my office with the
original understanding of a partner
ship. Before I could change the name
of the business, indicating a partner
ship, he entered the Army. In the cir
cumstances is it in order for me to con
tinue to practice under an individual
name and continue my son as a partner,
sharing the income?
A. There is nothing in the rules of pro
fessional conduct to prevent the ar
rangement you have with your son. The
Treasury Department rules restrict
the use of names denoting a partner
ship when in fact a sole proprietor
ship exists. Since your situation ap
pears quite the reverse, there seems no
reason why anyone should object.
Q. I had charts printed on the optional
method of withholding the Victory tax,
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A.

Q.

A.

Q.

A.

which bear my name on the bottom. I
had intended to use these only for my
clients but others have made requests
for them. If I give these charts out to
those who request them, would it be
considered advertising, since they bear
my name ?
It is the opinion of the committee that
the rules of professional conduct would
not prohibit your giving persons other
than your clients copies of the chart
referred to if such persons requested
copies on their own initiative. It would
not be proper to advertise the existence
of the chart and thus invite requests.
If you give out a relatively few copies
to personal acquaintances who may re
quest them, and they are not clients of
other public accountants, there is little
likelihood of any objection, but if a
large number are distributed to per
sons other than your clients in any gen
eral manner, you might be charged
with violation of the rules.
A client, appreciating the services of
one of our junior staff men, wishes to
give him a Christmas bonus of $500 as
a gift from him personally. Would
there be anything unethical or inappro
priate for our client to pay our em
ployee this bonus?
While no Institute by-law or rule of
professional conduct covers the ques
tion, it is believed it should be consid
ered to what extent such a gift might
affect the independence of the em
ployee in respect of such a client. Also,
whether such a substantial gift would
not put you under some feeling of obli
gation to the client. Minor gifts to em
ployees are fairly common and not con
sidered objectionable but the amount
you mention seems rather substantial.
Perhaps an increase in the fee from the
client and a promotion with a raise for
the staff assistant would be a better
course.
With reference to recently amended
rule No. 13, please advise the manner
in which disclosure is to be made. Spe
cifically, would a list of stockholders,
showing names and amount of stock
owned included as part of the auditor’s
report, constitute compliance with the
rule?
The committee does not believe a list
of stockholders’ names, including name
of the auditor, would constitute com
pliance ; but suggests a statement in the
accountant’s report or certificate, such
as the following:
“In accordance with the requirements
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of the American Institute of Account
ants, the undersigned states that he
(members of his family, members of his
firm, etc.) has a substantial financial in
terest in the Company.”
Q. A CPA is leaving the Franchise Tax
Commission and joining our staff. Is
there any objection to his sending his
personal friends a card announcing the
change ?
A. The committee finds no objection so
long as the announcement card is re
stricted to his personal friends.
Q. A CPA who is also an enrolled agent
of the Treasury Department, discovers
in auditing a client’s books, a corpora
tion consisting of one stockholder, that
through the intentional efforts of such
sole stockholder, the books do not re
flect the entire income of the company,
and did not during the previous year
which records said accountant also au
dited and prepared and filed the cor
porate tax returns. After calling the
client’s attention to the matter of the
tax evasion, if the client agrees, is it
advisable for the accountant to prepare
amended returns for the previous year
and see that the books are corrected
for the current year? If upon present
ing the matter to the client he is un
willing to take steps to correct same,
should the accountant be required to
report the matter to the Treasury De
partment notwithstanding the confiden
tial relationship existing between the
accountant and the client?
A. The committee believes that the ac
countant should write to his client
bringing all relevant facts to his atten
tion, even if he has previously done
so orally, and urge that voluntary
amended returns be filed. If the client
refuses to rectify the situation the ac
countant should withdraw from the
engagement and in his letter of with
drawal should give the reasons for his
action. Under the Treasury Depart
ment rules, an enrolled agent has per
formed his duty when he has notified
the taxpayer that a violation has been
committed. Under the rules of ethics
of the Institute a member is not re
quired to advise the Treasury Depart
ment. It is believed that one of the most
important issues involved is that of
legal responsibility, and it is advised
that the accountant consult his attor
ney.
Respectfully submitted,
Joseph J. Klein, Chairman
May 9, 1943
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ANNUAL REPORT

To the Council of the
American Institute of Accountants :

able to bring the matter to an early con
clusion.

Gentlemen : The committee on pro
fessional ethics has held one meeting of
the full committee since its report to coun
cil at the May meeting. The New York
members of the committee have met sev
eral times.

43-3. The attention of the committee
was drawn to a civil case in which a firm
of accountants, of which a partner is a
member of the Institute, was sued for al
leged negligence. The committee received
an explanation from the partner who is a
member of the Institute, and is now study
ing and analyzing the reply before reaching
a final decision in the matter.

Analysis of Cases
38-14. This case, arising from a court
decision involving alleged conspiracy to de
fraud, has been reported to the council at
several meetings. Information recently
made available to the committee has had
consideration, and as a result thereof
answers to further questions are now
awaited before final disposition may be
made of the case.
42-2. There have been no new develop
ments in this case since the committee re
ported to the council at the May meeting.
Civil proceedings have been instituted, and
the committee is awaiting the official rec
ord of the case before formally considering
the matter.

42-5. The committee has reported at
three previous meetings of the council on
this case, which involves a member who
has been indicted by a federal grand jury.
The committee is still deferring formal
action in the matter until the court record
may become available.
42-11. Allegations by a non-member of
the Institute were submitted to the com
mittee against an accounting firm, of which
partners are members of the Institute, to
the effect that said accounting firm had
certified misleading financial statements.
The committee received an explanation
from the firm involved, and has initiated
an exhaustive study of the published an
nual reports of the corporation concerned
before reaching a final decision in the mat
ter.

42-14. This case, which was referred
to the committee by the Securities and Ex
change Commission, was reported upon
separately at the May meeting of council
in a supplementary report. Since that time
a subcommittee of the ethics committee has
had several meetings with members of the
Institute concerned, and as a result of
these meetings information has been de
veloped, which is now being studied. It is
the hope of the committee that it will be

43-3. Complaint was made simul
taneously to the Institute and to a state
society, that a firm of which partners are
members of the Institute had entered into
competitive bidding for a professional en
gagement. An oral report was received
from the chairman of the committee on
professional ethics of the state society to
the effect that a denial of the charges had
been received from the members concerned,
and upon a consideration of all the facts
the complaint was dismissed and the case
deemed closed. After discussion, this com
mittee decided to take similar action.
43-6. The committee received a re
port that the certified public accountant
certificate of a member of the Institute had
been revoked by a state board of account
ancy for cause. The case has been referred
to the council under the provisions of
Article V, section 4(g) of the by-laws,
providing that a member renders himself
liable to expulsion or suspension if his cer
tified public accountant certificate shall
have been revoked and such revocation re
mains. in effect.
Summary of Inquiries and Responses
Q. Would a blind ad, reciting that I am
available evenings and week-ends to
keep books, prepare statements, etc.,
conform to the ethical rules of the In
stitute ?

A. An advertisement of this nature would
appear to violate rule No. 10 of the In
stitute’s rules of professional conduct.
Such an advertisement might also be
held to violate rule No. 7. Finally, such
an advertisement, which would be con
sidered bad professional taste, might
be held to come under section 4(d) of
Article V of the Institute’s by-laws.
Q. A certified public accountant with
whom I have been associated for seven
years is now serving in the Army over
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seas. The majority of the clients are
mine, but there are several which I
consider “joint” accounts, and I am
anxious to preserve that relationship
and interest for my associate until his
return to practice. It is my desire to set
forth distinctly that while the letter
head is joint, the certification and re
sponsibility are mine; also that I am
not a CPA. In certifying the state
ments of “joint” accounts, is it ethical
to use the pronoun “we” in the certifi
cate, signing the certificate with our
joint names, per my own?

A. The committee on professional ethics
has taken the position that the use of
“I” and “we,” when used by a single
practitioner in expressing his profes
sional opinion, is of little significance.
An editorial in the May, 1943, issue
of The Journal of Accountancy deals
with this question. However, in sign
ing a certificate or report the proper
form would be to sign your own name
and not the joint names per your own.
Q. I am an officer of a fraternal organiza
tion, and mailed to members of this
organization in the city of my residence
some literature, using my accounting
firm’s letterhead instead of that of the
organization. Complaint has been filed
with the state board of accountancy,
claiming that I have violated the code
of ethics relative to advertising. Our
code is almost word for word the same
as that of the American Institute.
Please advise me whether or not I have
violated the rules of conduct of the In
stitute in so doing?
A. Mailing of material which you have
submitted does not appear to be di
rectly prohibited by any of the Insti
tute’s rules of conduct. Complaint was
probably made on the ground that such
distribution as you made violates the
rules against indirect solicitation pro
hibited by Institute rule No. 7. It is
also possible that a letterhead such as
the one employed by you, when sent to
non-clients, might be regarded as ad
vertising of professional attainments or
services, which is prohibited by our
rule No. 10. We refer to description
on your letterhead of your practice en
rollments and the type of services ren
dered by your firm. It is possible that
the complaint was made against you to
your state board on the ground that
distribution of material to members of
the fraternal organization who may be
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clients of other accountants violated
the spirit of the rule against direct or
indirect solicitation. It is highly desir
able to avoid even the appearance of
“bad taste.”

Q. We publish a law directory, which is
distributed to lawyers, accountants, in
surance companies, and banks through
out the United States, and this year
have decided to create a section for ac
countants. We would like to have your
suggestion as to what form of card
would be considered ethical by your
association?
A. Publication of a card in your directory
by members of the Institute would not
be contrary to the Institute’s rules of
professional conduct as they now stand,
but a change in the rules was consid
ered at the last meeting of the council
of this Institute, which will be consid
ered by the membership at the annual
meeting in October. If passed, the re
vised rule would outlaw such directory
advertising.
Q. I have been practicing accounting with
another certified public accountant as
a partnership. We are considering an
arrangement whereby a public account
ant, who has been in practice for the
past ten years, will enter into an agree
ment with us that the gross earnings
of the partnership be pooled, and the
firm and the public accountant share
the expenses and the division of net
proceeds in a predetermined ratio.
Would this plan be ethical under the
rules of professional conduct of the
Institute ?
A. There are obvious objections to the
contemplated plan: first, that the ar
rangement provides for sharing profes
sional fees with a non-certified public
accountant who does not directly con
tribute to the earning of such fees and
who does not generally and regularly
serve your clients; and second, it is pos
sible that the non-certified public ac
countant, unhampered by rules of pro
fessional conduct, could freely indulge
in activities which would subject him
to censure if he were a member of the
Institute and, of course, that the certi
fied public accountant would share in
the proceeds of the activities described.

Q. Has there been any relaxation of the
rules of professional conduct of the In
stitute with respect to sending out lit
erature, chiefly pertaining to taxes, pre-
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pared by someone other than the ac
countant whose name is imprinted on
the outside of the pamphlet? It has be
come very common practice for mate
rial of this kind to be distributed by
the larger firms, and some of the local
firms are now doing so.
A. There has been no relaxation of the
Institute’s rules of professional con
duct in this area because these rules
never covered distribution of informa
tion to clients. The distribution of this
material to others than clients, if it
bore the name of the accountant in any
connection, might be grounds for com
plaint of violation of the rules. Com
mittees on professional ethics have felt
some concern about the use of so-called
“boiler plate” consisting of pamphlets
on taxation, or other subjects, pub
lished commercially, but distributed
under the name of an accountant.
Members of these committees have felt
that such pamphlets might mislead re
cipients into the belief that the material
had been prepared by the accountant
when in fact it had been prepared by a
publisher and sold to the accountant.

Q. I am planning to admit as partners in
my public accounting practice two men
who have been working with me for a
long time, one of whom is a certified
public accountant, and one who is not.
The question comes to my mind as to
how the rules of professional conduct
should be applied, and specifically rule
No. 4. Would the fact that partners
are held personally and jointly respon
sible by the rules affect in any way the
disposition of this rule?
A. There is nothing in your plan to admit
as partners of your firm the two men
whom you describe, which would be in
conflict with the rules of professional
conduct of the Institute. There is no
intent underlying any of these rules to
prevent partnership between a member
of the Institute and one who is not a
member, or between a certified public
accountant and one who is not a CPA.
Rule No. 1 is clear. No firm may use
the designation “Members American
Institute of Accountants” unless all
the partners are members or associates
of the Institute. Similarly, many if not
most of the state and territorial CPA.
laws prohibit the use of the designation
“Certified Public Accountants” in con
junction with the firm name unless all
the partners of the firm do hold CPA

certificates. Rule No. 4 was intended
to cover activities in which it might be
held that a public accountant could not
appropriately engage simultaneously
with the conduct of professional ac
counting practice. For example, it
might be held that a public accountant
should not at the same time be an in
vestment dealer, or security salesman.

Q. My attention has been called to a clas
sified advertisement appearing on page
A-28 of the August, 1941, issue of The
Journal of Accountancy, “Unusual
Openings for Staff Men.” In my opin
ion this is contrary to rule No. 8 of the
rules of professional conduct. May I
have the views of the committee?

A. The members of the committee are
unanimous in the belief that the rule
does not prohibit public advertisement
for staff assistants. If such an adver
tisement were worded in a particularly
objectionable way perhaps it could be
criticized on other grounds. In the
opinion of the committee it would be
an unreasonable extension of rule No.
8 to interpret it as applicable to such
advertising, and it would be unwise to
interpret the rule in such a manner
that employees might feel they were
unduly restricted in efforts to seek em
ployment.

Q. I am engaged in a highly specialized
work in connection with war contracts
held by a domestic air carrier, who is
subject to supervision by the Civil
Aeronautics Board. I have developed
a procedure for contractors performing
similar services for the armed forces,
and since it is becoming more and more
difficult for contractors to obtain highly
trained personnel, it is my desire to
make my services and those of my staff
available on a fee basis. I would like
to have the opinion of the committee on
professional ethics with respect to an
nouncing to the public my intention to
make my services available for this
specialized work. Would a dignified
card containing no words of solicitation
be proper? Would following up in
quiries obtained thereby for purposes
of individually negotiated arrangements
violate the rules of professional con
duct of the Institute?
A. Rule No. 10 of the Institute’s rules of
professional conduct is intended to
limit, rather strictly, public advertise
ments by members of the Institute to
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very simple cards announcing changes
of address or personnel, or similar
simple statements. A description of the
special type of work such as that which
you have undertaken would be consid
ered an advertisement of the profes
sional services of the member con
cerned, which is specifically prohibited
by the rule. A circular letter contain
ing the same information would also
be regarded as not permissible under
the rule. Many accountants might feel
that they were competent to perform
similar services and there would almost

certainly be objection to advertisement
on your part. The committee agrees
that advertising of your plan would be
a violation of the Institute’s rules.
Respectfully submitted,

Joseph J. Klein, Chairman
George Cochrane
Frederick H. Hurdman
Ross T. Warner
Edward B. Wilcox
October 17, 1943

Report of the Committee on Budget and Finance
ANNUAL REPORT

To the Council of the
American Institute of Accountants :
Gentlemen : The committee on budget
and finance presents herewith budgets for
the fiscal year 1943-1944, covering esti
mated revenue and expenditures of the
American Institute of Accountants and its
departments and subsidiary corporations.
The committee recommends that these bud
gets be adopted.
A condensed consolidated budget has
been distributed to members of council in
mimeographed form for their convenience
in reviewing proposed appropriations.
Total revenue is estimated at $256,485,
about $6,000 in excess of actual revenue
last year. The increase is expected princi
pally in dues and non-member subscriptions
to The Journal of Accountancy. These es
timates are believed to be conservative.
Expenditures to be appropriated total
$256,010, about $23,000 more than last
year. The principal increase is in payroll,
and is due to recommended increases in
salaries of present staff (explained in de
tail in a confidential supplementary report
to council), to the employment of replace
ments to fill vacancies which had occurred
last year and could not be filled until re
cently, and to the employment of new as
sistants authorized by the council.
Other major increases in estimated ex
penditures arise in relation to the pension
fund, which is tied to the payroll, in travel
ing and administrative expenses, and in
producing publications for the information
of the membership.
A substantial decrease in expenditure is

expected if the executive committee’s rec
ommendation to omit publication of a year
book in this fiscal year is adopted.
The budget shows that the general fund
will have to meet estimated deficits of
$7,675 in operation of the library and
$4,335 in the Publishing Company.
The contingency fund has grown to
$63,251. The auditors have pointed out
that the original resolution of council cre
ating this fund included a limit of $25,000,
but subsequently the council has adopted
resolutions crediting to this fund, the ex
cess of revenue over expenditures resulting
from annual operations, with the result
that the original limit has been far ex
ceeded. It is recommended that council
now adopt the following resolution:
Resolved, That henceforth any excess
of revenue over expenditures in a fiscal
year be credited to the contingency fund,
and cash or securities in the amount indi
cated be added to the fund, until further
actions by the council.
It is also recommended in view of the
expected lack of current funds to provide
for contingencies in the coming year, that
the council appropriate $5,000 from the
contingency fund to be expended only on
authority of the executive committee for
extraordinary expenses for which no pro
vision has been made in the budget.

Respectfully submitted,
Rodney F. Starkey, Chairman
Samuel J. Broad
George P. Ellis
October 15, 1943
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AMERICAN INSTITUTE OF ACCOUNTANTS
AMERICAN INSTITUTE PUBLISHING CO., INC.
Consolidated and Summarized Budget—1943-1944

Revenue, Estimated:
Dues ..........................................................................................................................
Income from The Journal of Accountancy...............................................................
Income from sales of books........................................................................................
From investments........................................................................................................
Fees from state boards................................................................................
Application fees........................................................................................................
Miscellaneous................
Total income.....................................................................................................

Budget
1943-1944
$150,000
68,000
8,500
11,435
10,000
1,500
7,050
$256,485

Expenditures To Be Appropriated:
Salaries and fees for professional services:
Secretary and managing editor.............................................................................
General Institute administration...........................................................................
Editorial advertising and promotion.....................................................................
Research staff ........................................................................................................
Library staff ......................................................................
Board of examiners.................................................................................................
Accounting, purchasing and office services...........................................................

$ 14,000
19,200
14,640
17,140
9,300
16,070
31,200
$121,550
Honoraria ................................................................................................................. $ 5,000
American Institute pension fund.............. ..............................
3,810
Social security taxes................................................................
3,965
Legal fees and expenses........................................................................................... .
6,300

Administrative expenses:
Stationery and printing......................................................................................... $ 2,585
Postage and express...............................................................................................
10,370
Telephone and telegraph........................................................................................
3,630
Rent........................................................................................
16,500
Electricity ...............................................................................................................
2,000
Insurance and taxes...............................................................................................
1,095
Supplies and equipment..........................................................................................
3,150
Building expenses...................................................................................................
1,320
$ 40,650
Traveling expenses:
President ............................................................................................................... $ 1,000
Council ....................... ........................................................................................
3,000
Staff ........................................................................................................................
2,000
$ 6,000
Publications:
Direct cost of The Journal of Accountancy............................................................... $ 36,120
Advertising and promotion.....................................................................................
2,000
Direct cost of books.................................................................................................
8,800
Special reports to members.............................................................................
6,500
$ 53,420
Library books and magazines....................................................................................
3,300
Legislative and newspaper clipping services...........................................................
625
Board of examiners’ expenses...................................................................................
3,350
Annual meeting expenses...........................................................................................
2,000
General expenses....................................................
6,040
Total expenditures.......................................................................................... $256,010
Contingency fund....................................................................................................
475
$256,485
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Budget
1943-1944

General Fund
Revenue, Estimated:
Dues ..................................................
From investments.....................................................................................................
Fees from state boards........................
Application fees........................................................................................................
Miscellaneous ............................................................................................................
Total income....................................................................................................

$150,000
300
10,000
1,500
7,000
$168,800

Expenditures To Be Appropriated:
Salaries and fees for professional services:
Secretary..................................................................................................................
General Institute administration............................................................................
Research staff..........................................................................................................
Board of examiners...............................................................................
Accounting, purchasing and office services...........................................................

$ 7,500
19,200
17,1+0
16,070
16,8+0
$ 76,750
Honoraria ..................................................................................................................
2,500
American Institute pension fund............................
2,510
Social security taxes...................................................................................................
2,160
Legal fees and expenses................................................................................................
+,300
Administrative expenses:
Stationery and printing..........................................................................................
Postage and express...........................................................................
Telephone and telegraph............................
Rent.........................................................................................................................
Electricity...............................................................................................................
Insurance and taxes..........................
Supplies and equipment..........................................................................................
Building expenses...................................................................................................

Traveling expenses:
President .......................................................................
...
Council ...................................................................................................................
Staff........................................................................................................................

Publications:
Special reports to members....................................................................................
Yearbook ................................................................................................................
The Journal of Accountancy subscription for members.......................................
Legislative and newsclipping services................................................
Board of examiners’ expenses...................................................................................
Annual meeting expenses.......................................
General expenses.......................................................................................................
Total expenditures..........................................................................................

Add:
Estimated deficit of:
Endowment fund.................................................................................................
American Institute Publishing Co., Inc.............................................................

Contingency fund.......................................................................................................

2,125
+,150
2,500
6,050
2,000
500
2,075
1,320
$ 20,720

$ 1,000
3,000
2,000
$ 6,000
$ 6,500
+,500
19,500
$ 30,500
$
625
3,350
2,000
+,900
$156,315

$ 7,675
4,335
$168,325
+75
$168,800
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Endowment Fund

Budget
1943-1944

Revenue estimated:
From investment ....................................................................................................... $ 8,500
Contribution for library from the Foundation........................................................
2,425
Miscellaneous ............................................................................................................
50
Total income..................................................................................................... $10,975

Expenditures To Be Appropriated:
Salaries and professional fees:
Library staff............................................................................................................
Social security taxes...................................................................................................
Administrative expenses:
Stationery and printing.......................
Postage and express........... -..............................
Telephone and telegraph...................................................................
Rent........................................................................................................................
Insurance ...............................................................................................................
Supplies and equipment..........................................................................................

$ 9,300
400

50
120
155
4,400
210
275
$ 5,210
Library books and magazines................................................................................... $ 3,300
General expenses ......................................................................................................
440
Total expenditures............................................................................................ $18,650
Estimated excess of expenditures to be absorbed by general fund................................. 7,675
$10,975

American Institute of Accountants Foundation
Revenue, Estimated:
From investments..................................
Total income...................................................................................................
Expenditures To Be Appropriated:
Contribution to endowment fund—library...............................................................
Stationery and printing............................................................................................
General expenses..........................................................................................................
Total expenditures ........................................................................................

To

$ 2,635
$ 2,635

$ 2,425
10
200
$ 2,635

the Directors
of the American

Institute Publishing Co., Inc.
Gentlemen: The committee on budget and finance of the American Institute of Accountants
has been requested to prepare, and submit herewith a budget for your corporation for the year
ending August 31, 1944:
Budget
1943-1944
Revenue, Estimated:
Income from The Journal of Accountancy for subscriptions earned, advertising,
and sales of single copies........................................................................................ $87,500
Income from sales of books......................................................................................
8,500
Total income .................................................................................................. $ 96,000

Expenditures To Be Appropriated:
Salaries and fee for professional service:
Secretary and managing editor..............................................................................
Editorial, advertising, and circulation.................................................................
Accounting, purchasing, and office services..........................................................

$ 6,500
14,640
14,360
$ 35,500
Honoraria...................................................................................................................
2,500
American Institute pension fund.............................................................................
1,300
Social security taxes...................................................................................................
1,405
Legal fees.......................................................................................................................
2,000
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Administrative expenses:
Stationery and printing........................................................................................
Postage and express..............................................................................................
Telephone and telegraph.......................................................................................
Rent.........................................................................................................................
Insurance and taxes...............................................................................................
Supplies and equipment........................................................................................

Publications:
Direct cost of The Journal of Accountancy..........................................................
Advertising and promotion...................................................................................
Direct cost of books...............................................................................................

General expenses..........................................................................................................
Total expenditures..........................................................................................
Excess of expenditures to be absorbed by general fund...........................................

400
6,100
975
6,050
385
800
$ 14,710
36,120
2,000
4,300
$ 42,420
500
$100,335
4,335
$ 96,000

Respectfully submitted,

Rodney F. Starkey, Chairman
Samuel J. Broad
George P. Ellis
October 15, 1943

Report of the Committee on Accounting Machinery
MIDYEAR REPORT

To the Council of the
American Institute of Accountants:

Gentlemen : In the last report of this
committee, there was outlined a rather
comprehensive and ambitious series of
articles covering the field of accounting
machinery intended for publication in The
Journal of Accountancy. The purpose of
these articles was to supplement the
rather meager educational material now
available in this field. The directors of the
Institute have, however, suggested that
during the present war period, technical
committees of this type shall refrain from
attempting anything more than nominal
activity because of the unusual burden
which every active practitioner in our pro
fession is carrying.

This committee, therefore, has had no
meetings and has prepared only one article
for The Journal, namely, that on em
ployer’s payroll accounting under the “Vic
tory tax” which appeared in the Jan
uary, 1943, issue. This article was rushed
through to meet the new requirements im
posed by the withholding provision as to
the Victory tax.
Respectfully submitted,

J. Andrew Crafts, Chairman
H. Ashlin Dykes
Roland W. Gleason
A. Kassander
Edward Q. Kruchten
J. Lewis Simon

April 20, 1943
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Reports of the Committee on Accounting Procedure
MIDYEAR REPORT

To the Council of the
American Institute of Accountants :
Gentlemen: Since its annual report of
September 28, 1942, the committee on ac
counting procedure has continued its
efforts along the lines indicated in prior
reports with a view to assisting the ac
counting profession in the solution of
various accounting problems arising out
of the war. In addition, increasing atten
tion is being directed to postwar account
ing problems such as those which are likely
to arise in connection with the cancella
tion of war contracts and with the return
of industry to peacetime operations. A
consideration of the committee’s com
pleted and pending studies, as set forth be
low, will indicate the extent to which the
committee’s objectives are being achieved.
The committee’s consideration of war
time accounting problems has not, how
ever, been permitted to obscure its basic
objective of formulating sound and gen
erally acceptable accounting procedures.
The importance of wartime problems is
fully recognized, but in all of its studies
efforts have been made to preserve a long
term point of view in order that sound
procedures may be developed without un
due concession to the exigencies of the
war situation. For instance, in its bulletin
on accounting for CPFF contracts, full
consideration was given to the accounting
procedures deemed appropriate in peace
time.
The committee has been increasingly
concerned with certain developments of
accounting procedures in the field of gov
ernmental regulation. A conflict between
policy and principle in business accounting
has long been recognized and it is mani
fest that the possibility of conflict con
tinues under accounting regulation, and
that regulatory policies are sometimes
claimed to be based on accounting princi
ples which may not be generally accepted.
The committee is gratified that the In
stitute has evidenced a strong feeling that
it should follow closely any such formu
lations of accounting principle and be pre
pared to present its views in such manner
as may seem most appropriate in specific

cases. Under date of January 19, 1943,
the chairman of the Institute’s committee
on public-utility accounting addressed a
letter to the chairman of the Federal
Power Commission dealing with the ac
counting disposition of a ledger balance
which the Commission had found to re
sult from an issue of capital stock for no
consideration. The committee on account
ing procedure has taken no formal action
in regard to that letter, but copies have
been circulated to all members of this
committee and no expression of dissent
from the views therein expressed has been
received.
Bulletins Issued

Two of the studies referred to in the
committee’s last annual report were com
pleted and issued as Accounting Research
Bulletin No. 18, dealing further with the
treatment of unamortized discount on re
funded bond issues, and Bulletin No. 19,
dealing with the accounting for CPFF
contracts.
In addition, Bulletin No. 17 was issued,
dealing with the so-called postwar refund
under the Revenue Act of 1942, and a
statement of the research department,
based on a poll of the committee members,
was issued on the balance-sheet classifi
cation of the so-called “V” loans.
The committee also cooperated with
the committee on auditing procedure in
a study of wartime uncertainties and their
effect on financial statements, as to which
Bulletin No. 15 in the series of statements
on auditing, procedure was issued.
The view of the committee as to the
applicability of Research Bulletin No. 14
to new series of federal tax notes was made
public through the medium of an editorial
in the January, 1943, issue of The Journal
of Accountancy.
The annual report of the committee on
terminology, dealing with “depreciation,”
was published as Accounting Research
Bulletin No. 16.

Studies Continued
Three basic studies of the committee
have been continued. A progress report of
the subcommittee on inventories was pub
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lished in the January, 1943, issue of The
Journal; much remains to be done on this
important matter, particularly in view of
the situation with respect to inventories
which will in all probability arise at the
conclusion of hostilities.
The matter of accounting for income
taxes in financial statements and the dif
ferences between reported net income and
taxable net income continued to receive
study; many difficult problems remain to
be considered.
Finally, the subcommittee on surplus
has continued its studies in the hope that
the situation with respect to this balancesheet item may be simplified and clarified
through the use of improved terminology.
In connection with this study, discussions
were held with representatives of the In
terstate Commerce Commission as a re
sult of the Commission’s use of the term
“unearned surplus” in its accounting clas
sification.

Studies Initiated

Several further studies have been un
dertaken. A subcommittee has been ap
pointed under the chairmanship of Profes
sor W. A. Paton to consider the question
of the parts that cost and value, respect
tively, should play in accounting. This
question has assumed great importance in
view of the changes in uses of accounts
and of the conflict between recent orders
of regulatory commissions and older court
decisions. The subcommittee will deal with
the problem of depreciation and expects to
have an opportunity to consider in advance
of final publication a proposed report on
this subject now in course of preparation
by a committee of the National Association
of Railroad and Utilities Commissioners
(NARUC).
Studies have been begun on accounting
procedures applicable upon the cancella
tion and settlement of war contracts; it
is understood that the Institute’s commit
tee on government audit of contractors’
costs is following this matter closely and
cooperating with the War Department.
Consideration is being given to a ques
tion as to whether intangibles should be
allowed to remain in the balance-sheet.
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The committee has also cooperated with
the committee on auditing procedure in
dealing with questions raised by succes
sive issuances of financial statements “as
of” a given date, particularly where im
portant developments have occurred in
the interim between such issues.
Other Matters
The committee has continued its co
operation with the office of the chief ac
countant of the Securities and Exchange
Commission and has submitted sugges
tions in connection with certain amend
ments to Regulation S-X, which were later
issued as Accounting Release No. 43; with
accounting for war reserves which was
later issued as Release No. 42; and with
postwar refund of excess-profits tax which
was later issued as Release No. 38. In
addition, suggestions have been made in
respect to a proposed release dealing with
redemption premiums on preferred stock
retired. The committee is cooperating
(through a special advisory committee)
with the National Association of Invest
ment Companies and the SEC in the mat
ter of investment-company accounting
principles and procedures.
Attention has been directed to the ques
tion of the accounting for cash resulting
from Victory tax and other deductions
from payrolls. The decisions of the Fed
eral Power Commission involving matters
of accounting procedure are being studied.
Other matters under consideration include
stock options, sinking-fund accounting,
pension-fund
accounting,
consolidated
statements, etc.

Conclusion
A meeting of the full committee is being
held at this time at which its entire pro
gram of studies is to be reviewed and re
considered in the light of developments
up to date. As a result of this meeting it
is expected that important decisions will
be made as to the future course of the
committee’s activities.
Respectfully submitted,
Walter A. Staub, Chairman

April 30, 1943
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To the Council of the
American Institute of Accountants :
Gentlemen: Since the spring meeting
of the council, your committee on account
ing procedure has given further considera
tion (1) to its basic objective of formulat
ing sound and generally acceptable ac
counting principles on a long-range basis,
(2) to its studies of current accounting
problems arising out of and peculiar to
the war, and (3) to anticipated postwar
accounting problems. In all of these mat
ters it has continued its policy of co
operation with governmental and other
organizations in the statement of account
ing principles and the determination of
appropriate accounting procedures.
In carrying on its long-range program,
your committee has continued its studies
as to such matters as inventories, Surplus,
and the respective functions of cost and
value in accounting. A preliminary memo
randum of its subcommittee on cost and
value will be considered at the committee’s
meeting during the annual meeting.
In dealing with accounting problems
arising out of the war, your committee
has given further consideration to such
matters as the reporting of income and
excess-profits taxes in published state
ments, the amortization of war facilities,
and the renegotiation of government con
tracts. A memorandum dealing with cer
tain problems arising out of the difference
between general accounting and incometax accounting will be considered at the
approaching meeting; these differences
have become increasingly important with
increased tax rates. It is hoped that a
bulletin dealing with these problems will
be issued shortly after the meeting. The
matter of reporting, in the financial state
ments, on the possibility or results of rene
gotiation has now reached a stage where
a further bulletin may be necessary.
Increased concern is being expressed in
the business world as to the problems of
postwar adjustment and there is a good
deal of interest in. such matters as the
termination of government contracts, the
establishment of reserves to take care of
various postwar costs and contingencies,
and the amortization of war facilities. It
is manifest that functioning of the econ

omy in the postwar period will depend to
a very large extent upon the manner in
which these problems are handled. Your
committee believes that accountants are
in a position to recommend procedures
which will help the business community in
solving the difficult problems which it will
face after the war. Your committee is
keenly aware of the importance of these
matters and it has cooperated with the
War Department, the Treasury Depart
ment, and other organizations in efforts
to arrive at adequate and effective solu
tions. In the matter of termination of war
contracts, it has cooperated with the com
mittee on government audit of contrac
tors’ costs and it may be necessary to pro
vide for more intensive cooperation with
that committee in order to meet the de
mands of the situation.
Governmental Regulation of
Accounts
Problems arising out of the govern
mental regulation of accounts have been
given much consideration by your commit
tee. As indicated in its spring report, your
committee is gravely concerned as to some
of the accounting rules formulated by
regulatory bodies. The executive commit
tee and the council of the Institute have
indicated a desire on the part of the In
stitute to use its expert and disinterested
knowledge of accounting to promote the
promulgation of sound accounting rules
by regulatory bodies through the medium
of representations made to such bodies or,
in litigated cases, by the filing of a brief
as amicus curiae. The committee on ac
counting procedure has expressed its satis
faction with this policy and is ready to
cooperate with the executive committee
in carrying it out. It has approved the ac
tion taken by the committee on public
utility accounting with respect to the
Northwestern Electric Company case and
has authorized its own chairman to repre
sent it, in conjunction with the executive
committee and committee on public-utility
accounting, in determining what further
action should be taken.
The problems of regulatory accounting
have been brought sharply to the fore
ground by the issuance of SEC Accounting
Series Release No. 45, dealing with the
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accounting treatment of premiums paid
on the retirement of preferred stock. This
release had been under consideration by
the Commission for over two years, and
your committee had submitted its views
to the Commission. The release as issued
includes new matters which had not been
discussed with your committee, and is, in
several material respects, at variance with
the views of your committee. As a result
of these differences of opinion, a sub
committee was appointed to study the mat
ter, and its report, approved in substance
by over two-thirds of the membership of
the committee, was discussed informally
with the chairman of the Commission by
the secretary and director of research of
the Institute. The chairman of the Com
mission indicated that the matter would
be reconsidered and that a further op
portunity would be afforded for the In
stitute to express its views. In this re
gard, it is hoped that the discussion will
lead to a reconsideration of the procedure
under which the Commission issues its
accounting releases.
The Federal Communications Commis
sion has issued proposed amendments to
its uniform system of accounts for Class A
and Class B telephone companies. The
amendments are being considered by your
committee and its views thereon will be
transmitted to the Commission. Emphatic
dissent has been expressed as to certain
retroactive changes and to a proposal to
classify surplus in order to segregate sur
plus arising from intercompany transfers.
It is hoped that these objectionable features
in the proposed system may be eliminated.
Your committee has cooperated in a
number of other matters with the Securi
ties and Exchange Commission, the Inter
state Commerce Commission, and the War
and Treasury Departments. It has sub
mitted its views on a number of SEC re
leases; it has submitted views of its indi
vidual members to the Interstate Com
merce Commission with respect to the
amortization of war facilities; in conjunc
tion with the committee on war contracts,
it has had extensive contact with the War
Department in the matter of settlements
under terminated war contracts; it has co
operated with the research division of the
Treasury Department in the matter of re
serves for postwar costs and contingencies.
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Depreciation
A committee of the National Association
of Railroad and Utilities Commissioners
recently issued a voluminous report on
depreciation, and purported to give the
Institute an opportunity to review the
draft and to submit comments prior to
submission to the Association. As a matter
of fact, the opportunity was afforded to
only a few members of the committee and
the time for examination and study was so
limited as to preclude anything like ade
quate consideration. Your committee,
therefore, addressed a letter to the chair
man of the NARUC committee, setting
forth these facts and requesting further
time to consider the report. Despite this
request and the inadequate opportunity af
forded the Institute for review of the draft,
the report was presented to the Association
by its committee in September. The Associ
ation has not adopted the report, but did
approve of its printing and circularization.
It is our understanding that the question is
still open for further consideration.
The principal questions which were raised
in the aforesaid letter were as follows:
1.It stressed the inequity of applying
retroactively the straight-line method of
depreciation after regulatory commissions
had for many years prescribed or sanc
tioned the use of the retirement-reserve
method. The letter pointed out that
straight-line depreciation, however unde
niable and great its merits, was a conven
tional method of allocation, and that re
troactive changes in conventions were open
to grave objections unless the transition
period was fairly dealt with.
2. The letter suggested the desirability
of making clear in the report that the
word depreciation” was used therein in at
least three materially different senses:
(a) To connote a decline in value from
any cause whatever;
(b) To connote a decline in value result
ing from partial exhaustion of use
fulness ;
(c) To describe a method of amortizing
cost over life without regard to resi
dual value during the period.
3.The acceptability of a definition of
depreciation proposed by the committee
was questioned in respect of both its sub
stance and its phraseology.
4. The NARUC Committee’s report
expressed the opinion that public account
ants had a responsibility to indicate in
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financial statements the proper deprecia
tion expense and reserve requirement. The
letter pointed out the desirability of se
curing agreement between accountants and
the Commission as to what in principle
the depreciation reserve should provide
for. It suggested that an understanding
could not be reached without a conference
or exchange of views for which no op
portunity had been afforded. It added that
an exchange of views would promote the
cooperation between commissions and ac
countants which both the NARUC and
the Institute desired.
The committee on terminology records
further action on the subject of deprecia
tion in its report which it is submitting
contemporaneously with this report.
Stock Dividends
Under date of October 7, 1943, the
New York Stock Exchange issued a state
ment dealing with its practice in regard
to listing stock issued by way of dividend.
In this statement the Exchange quotes ex
tensively from Accounting Research Bul
letin No. 11 and intimates that its policy
has been modified so as to conform to the
views expressed in that bulletin. The com
mittee regards as significant this coopera
tion between the two bodies in a matter
involving proper accounting and corporate
policy.
Other Matters
The advisory committee on investment
company accounting, which functions un
der the general supervision of the commit
tee on accounting procedure, has reviewed
and discussed with representatives of the
National Association of Investment Com
panies a memorandum prepared by that
organization on investment-company ac
counting principles. The memorandum was
also submitted to the chief accountant of
the Securities and Exchange Commission
and is now in process of revision. The
memorandum is a step in the direction of
establishment of uniform accounting prin
ciples and procedures for investment com
panies.
Your committee has concluded that the
proposed bulletin on inventories should be
deferred until the end of the war. In the
meantime, further studies are being made
of inventory practices and problems for use
in the preparation of the bulletin.
The subcommittee on surplus has con
tinued its studies and expects to submit a

memorandum at the approaching meeting
of the full committee.
As indicated above, the matter of re
serves for postwar cost and contingencies
is being studied by the research depart
ment and the results of such studies are
being submitted to the Treasury Depart
ment.
Following a conference of committee
representatives with members of the SEC
staff, consideration has been given to the
accounting for intangibles in the balancesheet. The research department has made
studies and the matter now awaits further
action by the Securities and Exchange
Commsision.
Enforcement
It was decided at the outset that the
committee’s research bulletins should de
pend upon general acceptability and that
the burden of proof should be on the ac
countant who felt that special circum
stances required departure from the rules
of the bulletins. A case was presented to
the committee in which a member of the
Institute was alleged to have departed
from the rule set forth in one of the bul
letins without disclosure as to such de
parture. After considering the matter
carefully the committee concluded that its
functions should not include that of pass
ing upon alleged failures to follow the
recommendations of its bulletins.
Respectfully submitted,
Walter A. Staub, Chairman
George D. Bailey
Archibald Bowman
William D. Cranstoun
William Eyre
Stephen Gilman
Anson Herrick
Henry A. Horne
Paul K. Knight
Edward A. Kracke
George O. May
Warren W. Nissley
William A. Paton
Maurice E. Peloubet
Hiram T. Scovill
Francis Small
Jackson W. Smart
Charles H. Towns
Edward B. Wilcox
T. Dwight Williams
Sidney G. Winter
October 15, 1943
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Report of the Committee on Annual Awards
ANNUAL REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen : By action of the executive
committee, taken at its meeting August
12, 1943, the president of the Institute
appointed a subcommittee to study the
recommendations of the staff that the In
stitute establish annual awards for out
standing service to the profession. The
committee so appointed has made its study
of this problem and reports as follows:
The American Institute of Accountants
would establish three annual awards, as
follows:
(1) For outstanding service to the ac
counting profession within the award
year.
(2) For the outstanding book or article
of the year in the field of accounting
or auditing.
(3) For outstanding research work in ac
counting or auditing by a student.
(The offering of any award under this
item should be withheld until after
the termination of the war.)
The committee is of the opinion that
any award under Item 1 should compre
hend the accounting profession rather than
be confined to outstanding service to the
American Institute; that Item 2 should

comprehend writings of books or articles
on the basis that in an award year an out
standing book may not have been published
but other articles would warrant an
award; and that any award for research
work by a student be suspended until after
the termination of the war because of the
dearth of students in the professional
schools at the present time.
In the establishment and management of
these awards, the committee suggests that
(1) A committee on American Institute
annual awards be appointed by the
president of the Institute as soon as
possible after each annual meeting.
(2) The first awards of the plan be pre
sented at the 1944 annual meeting of
the American Institute.
(3) Each award take the form of a medal,
to be accompanied by a citation suit
able for framing.
(4) The Institute committee may seek the
advice of such other professional
bodies as it deems advisable.
Respectfully submitted,

H. L. Dalton, Chairman
Samuel J. Broad
Charles W. Jones
October 12, 1943

Reports of the Committee on Auditing Procedure
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen : The committee on audit
ing procedure has held three formal meet
ings since the last meeting of the council.
These meetings were attended by an aver
age of eleven members, in addition to in
vited representatives of the committee on
accounting procedure and staff members.
In accordance with the announced policy
of the Institute, the committee passed a
resolution at its meeting on November 13,
1942, to the effect that for the duration
of the war it would concentrate its at
tention on problems arising out of the

war, except for ' matters already under
consideration or specificaly directed to it.
The committee’s activities have followed
this general pattern.

Statements Issued
Since the last council meeting, the com
mittee has issued seven Statements on
Auditing Procedure, Nos. 12-18, inclusive.
Statement No. 12 embodies the supple
mentary report of the committee to the
council in the spring of 1942, which
amends “Extensions of Auditing Pro
cedure” in respect of disclosure in the
accountant’s report in all cases in which
the extended procedures regarding inven
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tories and receivables are not carried out.
This supplementary report was formally
approved at the annual meeting of the In
stitute in Chicago on October 1, 1942,
and has been published under the title of
“Amendment to Extensions of Auditing
Procedure.” The New York State Society
of Certified Public Accountants recently
adopted a similar amendment to “Exten
sions of Auditing Procedure.”
Statement No. 13 represents the third
statement on “The Auditor’s Opinion on
the Basis of a Restricted Examination”
and relates to the reserves of so-called
face-amount certificate companies. In this
statement the committee concluded that an
examination of such companies which ex
cludes consideration of reserves would re
quire an exception in the accountant’s re
port, so extensive as to preclude his ex
pressing even a qualified opinion.
Statement No. 14 discusses “Confirma
tion of Public Utility Accounts Receiv
able” and deals with the extent of con
firmation by communication with the
debtors in the case of such companies hav
ing a large number of “mass” accounts
receivable and a good system of internal
control.
“Disclosure of the Effect of Wartime
Uncertainties on Financial Statements” is
the title of Statement No. 15, which was
prepared by joint subcommittees of the
committees on auditing and accounting pro
cedure and ultimately issued by this com
mittee. Eighteen members of the com
mittee on accounting procedure formally
approved this statement and there were
no dissenting votes. The statement em
phasizes the limitations of current finan
cial statements brought about by the rene
gotiation of war contracts, taxation, and
other wartime uncertainties. It points out
the desirability of adequate disclosure of
these uncertainties in footnotes to the
financial statements and, where appro
priate, in the auditor’s report.
While not directly related to the war,
case studies on inventories which had been
prepared by a subcommittee were deemed
to be of sufficient general interest for pub
lication, and were issued as Statement No.
16. The case studies covered suggested
auditing procedures to be undertaken by
independent public accountants under cer
tain circumstances in the case of (a)

materials stored in piles, (b) packaged
materials stacked in solid formation, (c)
chain stores, and (d) department stores.
Among the special wartime problems
confronting the independent public ac
countant which have been referred to the
committee is the situation where the client
omits the usual taking of inventories in
order not to interrupt production of war
materials. The committee dealt with this
problem in Statement No. 17, “Physical
Inventories in Wartime,” setting forth the
significance of physical inventories in gen
eral, the alternative auditing procedures
available, and the effect on the independent
accountant’s report. Reference was also
made to the position of the Securities and
Exchange Commission as set forth in its
Accounting Series Release No. 30 which
had previously been discussed with the com
mittee prior to its issuance.
Statement No. 18, issued in January,
1943, deals with “Confirmation of Re
ceivables from the Government.” In this
statement the committee indicated that the
independent accountant may be able to
satisfy himself by other means when he is
unable to receive satisfactory confirma
tion of receivables from government de
partments and agencies. It also suggested
the type of disclosure to be incorporated
in the accountant’s report to cover such
situations.

Other Activities

In addition to the aforementioned formal
statements, a report by a subcommittee
on confirmation of inventories in public
warehouses was published in the Novem
ber issue of The Journal of Accountancy.
The chairman of the committee ad
dressed a letter to the department of stock
list of the New York Stock Exchange in
December indicating that the difficulties
confronting accounting staffs of corpora
tions and public accountants as a result of
the critical shortage of manpower were
even greater than at the time of the earlier
correspondence with the Exchange which
was incorporated in “Auditing under War
time Conditions” (Statements on Auditing
Procedure No. 10). Following this letter,
the Exchange relaxed its requirements as
to the time for issuing published reports
to stockholders by extending the time limit
to a date fifteen days in advance of a post
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ported annual meeting or the reconvening
of an adjourned meeting of stockholders,
provided the company publishes a pre
liminary report of operations appropriately
qualified as being subject to audit and re
lated adjustments.
In the preparation of statements already
issued by the committee and the considera
tion of other matters now pending, the
chairman and other members of the com
mittee have frequently discussed the ques
tions involved with the chief accountant
of the Securities and Exchange Commis
sion. The committee believes this policy is
a sound one and should result in mutual
understanding between the Commission
and the profession as to auditing matters.
Questions of auditing procedures affect
ing government audits of war contracts are
currently being considered by the Insti
tute’s committee on government audit of
contractors’ costs, which is cooperating
with the government in an advisory
capacity. The committee on auditing pro
cedure is represented on this wartime com
mittee through its chairman.
Matters Presently under
Consideration
Three of the matters mentioned in the
1942 annual report to the council as rep
resenting statements in the course of
preparation are still pending before the
committee in view of difficulties in reach
ing final agreement. These matters em
brace the meaning of consistency in the
application of accounting principles as used
in the short-form accountant’s report, re
sponsibility of the independent accountant
in connection with illegal and improper
conduct of a client corporation, and the
use of the phrase “on the authority of such
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firm as experts” in registration statements
filed with the SEC. Subcommittees have
been appointed to deal with each of these
subjects.
The committee has also been giving ac
tive consideration to the question of suc
cessive issues of financial statements as
of the same date, and joint subcommittees
of the committees on accounting and audit
ing procedure assigned to this subject have
concluded that the matter would best be
dealt with by a statement of this commit
tee. It is hoped that a statement will soon
be forthcoming setting forth the position
of the independent accountant in relation
to significant developments occurring after
the date as of which the financial state
ments are prepared.
Several questions have been brought to
the attention of the committee as to various
aspects of the standard short form of
auditor’s report. Such questions include
the distinction between “exceptions” and
mere disclosure; the effect on the auditor’s
opinion of an exception regarding the scope
of his work; the meaning of the term
“generally accepted principles of account
ing”; reference to statements of both years
where comparative statements are issued;
and other matters of terminology. A sub
committee has been appointed to undertake
a comprehensive study of the present short
form of report.
As in the past, the chairman of the com
mittee and the research staff have dealt
with certain matters of auditing proce
dures which did not warrant consideration
by the full committee.

Respectfully submitted,

Samuel J. Broad., Chairman
April 15, 1943

ANNUAL REPORT
To the Council of the
American Institute of Accountants :
Gentlemen: The most important mat
ter considered by the committee on audit
ing procedure since the spring meeting of
the council concerns the functions of in
dependent public accountants in connec
tion with settlements under terminated
war contracts. Many contracts have al
ready been terminated for the convenience

of the government and it is expected that
the rate will increase until the time of gen
eral terminations at the end of the war.
In view of the important influence of
termination settlements on the national
economy, it is essential that such settle
ments be expedited as much as possible.
To this end the War Department has de
vised a standard termination article for
insertion in fixed-price supply contracts,
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which, among other things, provides for a
so-called negotiated settlement of the un
completed portion of a contract. The War
Department has also issued Procurement
Regulation No. 15, prescribing the prin
ciples and rules to be followed by contract
ing officers in termination settlements, and
a termination accounting manual for the
guidance of government personnel in their
accounting review or examination of con
tractors’ proposals under negotiated settle
ments. Copies of both of these documents
have been sent by the Institute to all of its
members and associates.
Recognizing an obligation on the part
of the Institute to inquire into methods by
which the independent public accountant
could render services which would facili
tate speedy termination settlements, a spe
cial meeting of the committee was held in
New York on June 18th to consider the
matter. At this meeting, which was also
attended by members of the Institute’s ex
ecutive committee, it was generally agreed
that independent public accountants may
express an opinion as to the adequacy of
the cost data presented in support of a con
tractor’s proposed settlement under a ter
minated contract, and as to such data hav
ing been prepared in accordance with rec
ognized accounting practices. A subcom
mittee was appointed to prepare the draft
of a bulletin on the examination of con
tractors’ statements of proposed settlements
by independent public accountants and on
the related conclusions as to policy reached
at the foregoing meeting. This bulletin is
now being prepared and will be considered
by the full committee at a meeting to be
held in New York City on October 18th.

Other Bulletins under Consideration
While no formal statements on auditing
procedure were issued during the period,
several matters previously under considera
tion were advanced to the stage where it is
hoped that statements thereon may be is
sued in the near future. These matters,
most of which have been referred to in
earlier reports of the committee, deal with:
the method of confirmation of receivables;
accountants’ responsibility in connection
with securities registrations; compliance
with government wartime regulations; and
the form of the auditor’s short-form re
port.

The committee has had under considera
tion the method of confirmation of receiv
ables with particular reference to the use
of the “positive” and “negative” methods.
A draft of a bulletin dealing with the sub
ject has been prepared and submitted to
the committee for review at its approach
ing meeting and it is expected that a bul
letin will be issued in the near future.
As indicated in the 1942 annual report,
the occasion for consideration of account
ants’ responsibility on securities registra
tions is the established practice in certain
quarters of making declarations, in regis
tration statements filed with the SEC un
der the Securities Act of 1933, that the
financial statements, supporting schedules,
and other information covered by the ac
countant’s report are “given on the au
thority as such firm as experts.” The com
mittee has before it for consideration a
memorandum on this subject, pointing out
the ambiguity of the foregoing phrase and
calling attention to alternative and more
satisfactory types of declarations which
have been used.
The committee has, for some time,
studied the matter of the independent pub
lic accountant’s responsibility in respect of
improper and illegal transactions by a cor
porate client. In view of the extensive scope
of this subject and an apparent lack of
agreement among committee members as
to certain of its aspects, it was decided at
the spring meeting that further considera
tion should be confined to the accountant’s
responsibility in respect of compliance by
corporate clients with government wartime
regulations only, of which those respecting
wage stabilization are, no doubt, of pri
mary financial significance. A bulletin on
this subject is now in process of prepara
tion.
Earlier reports have, from time to time,
referred to questions brought to the atten
tion of the committee on various aspects of
the standard short form of accountant’s re
port. A subcommittee was appointed to
study this matter and has recently ren
dered a report on various phases of the
subject, which will probably be published
shortly. The subcommittee does not recom
mend any change in form at this time but
points out that previous statements of the
committee recognized the necessity for a
certain degree of elasticity therein.
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Subsequent to the publication of State
ments on Auditing Procedure No. 18 deal
ing with confirmation of receivables from
the government, questions have arisen as
to the form of disclosure in the account
ant’s report where such confirmation was
not obtainable. This is one of the matters
dealt with in the report of the subcommittee
referred to in the preceding paragraph.

Other Matters
Other inquiries recently referred to the
committee, which are still in their pre
liminary stages, relate to the auditor’s re
sponsibility in respect of reserves for rene
gotiation; auditing procedures relative to
V loans; and the confirmation of life-in
surance policies. The research staff has also
answered inquiries relating to such mat
ters as possible reasons for the failure of
an accountant to render an opinion in cer
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tain cases, and the nature of the account
ant’s report on the financial statements of
a coal company being operated by the gov
ernment.

Respectfully submitted,

Samuel J. Broad, Chairman
John N. Aitken, Jr.
Percival F. Brundage
Fred J. Duncombe
George P. Ellis
Ira N. Frisbee
P. W. R. Glover
Edward A. Kracke
Norman J. Lenhart
John A. Lindquist
Frank Wilbur Main
Victor H. Stempf
George Wagner
October 6, 1943

Reports of the Committee on Bankruptcy
MIDYEAR REPORT
To the Council of the
American Institute of Accountants:

Gentlemen : With the change that has
come about in the economic condition of
the country, from that of the closing stages
of a long economic depression to one of
great war activity, there necessarily has
been a decrease in bankruptcy and reor
ganization proceedings. At the same time
the activity of your committee in matters
of bankruptcy legislation has been less
than in former years by reason of the pas
sage of the Chandler Act, which became
law in 1938, and which has now become
stabilized as part of our system of juris
prudence.
There are still, however, some sections
of the law which are occasioning trouble,
among which may be mentioned Section 60
relating to voidable preferences. This sec
tion of the law has radically affected the
business of financing accounts receivable.
The recent opinion which Mr. Justice
Jackson delivered on March 8, 1943, in
Corn Exchange National Bank v. Klauder,
Trustee of Bankrupt, makes it imperative
that there be uniformity in state legisla

tion regarding the recording of pledges
of accounts receivable. This matter is re
ceiving your committee’s attention.
Another matter that still requires at
tention is sections 270, 396, and 522 of
the Federal Bankruptcy Act. These sec
tions relate to the reduction in the “basis”
of the debtor’s property attendant upon
a cancellation of an indebtedness. Your
chairman prepared a leading article on
“Section 270 of the Federal Bankruptcy
Act,” which appeared in the February
issue of the Temple University Law
Quarterly of Philadelphia. The Journal
of Accountancy also will publish an article
on this subject in the near future. Your
committee recommends to the council that
it adopt appropriate resolutions to be for
warded to the Honorable Hatton W. Sum
ners, chairman of the Committee on the
Judiciary, House of Representatives of the
United States, and to the Honorable Fred
erick Van Nuys, chairman of the Commit
tee on the Judiciary, United States Senate.
Such resolutions to recommend either the
repeal of sections 270, 396, and 522 of the
Federal Bankruptcy Act, or their amend
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ment by the inclusion therein, in the proper
places, of the words:

“which cancellation or reduction but for
the provisions of Section 268 (395, or 520)
would have resulted in taxable income.”
The so called Referee Bill relating to
the establishment of salaried referees is
still pending, and your committee is fol
lowing the developments of this piece of
legislation.
The National Bankruptcy Conference

has not held any meeting since June 12,
1942, at which meeting the American In
stitute of Accountants was well repre
sented.
It is recommended that the Institute con
tinue as a contributing member of the Na
tional Bankruptcy Conference.

Respectfully submitted,

Charles S. J. Banks, Chairman

April 29, 1943

ANNUAL REPORT

To

the Council of the
American Institute of Accountants:

Gentlemen : The bankruptcy commit
tee during the past year has continued to
give its attention to matters affecting our
profession, and has cooperated with various
other committees of state societies of cer
tified public accountants and committees
of several bar associations.
No meeting of the National Bankruptcy
Conference was held during the year, and
Congress has been too busy with its war
legislation to give much attention to this
field of legislation. Two matters of im
portance, however, have received our con
sideration.
“In May, 1943, The New York State
Society of Certified Public Accountants,
through its committee on bankruptcy pro
cedure, requested the collaboration of our
committee in considering the advisability
of initiating action looking to an amend
ment of Rule XLV of the General Orders
in Bankruptcy, promulgated by the United
States Supreme Court, April 13, 1925,
which relates to the retention and com
pensation of accountants in bankruptcy
cases. Experience in the New York juris
diction and possibly also in other sections
of the country has shown that accountants
are frequently at a disadvantage in obtain
ing adequate and just compensation for
their services in bankruptcy cases under
the present Supreme Court rule. It, there
fore, seemed advisable to survey the ex
periences of practicing accountants in re
lation to this question and to formulate a
program looking to such revision in the
rules of the Supreme Court as would place
the accounting profession on the same basis
as the legal profession so far as the re
tention and compensation are concerned.

Accordingly, a subcommittee, comprised of
Raymond E. North and Michael Peyser of
New York City, and Joseph K. Moyer of
Washington, D. C., was appointed to col
laborate with the committee of the New
York State Society of Certified Public Ac
countants. Several meetings of the joint
group were held in New York during the
summer of 1943. As a matter of expedi
ency it was decided that a subcommittee of
the committee on bankruptcy procedure of
the New York State Society of Certified
Public Accountants will proceed with the
preparation of a report dealing with this
subject for submission to the board of di
rectors of such state society. Thereafter, if
approved, it is contemplated that the re
port will be submitted to the American In
stitute of Accountants for reference to our
committee. It is recognized that since the
objective is national in scope, the sponsor
ship of the movement to have the Supreme
Court rule amended should not be confined
to any one state society. On the contrary,
it is recognized that the effort should be
made in behalf of the entire profession
through the American Institute of Ac
countants as well as through the various
state societies.”
Your committee on bankruptcy recom
mended, and the executive committee, at
its meeting of August 12th, adopted the
following resolution proposing amendment
of Section 270 of the Federal Bankruptcy
Act:
“Whereas the executive committee of
the American Institute of Accountants is
aware of the inequities resulting from the
interpretations placed upon Section 270 of
the Federal Bankruptcy Act by the ad
ministrative offices of the Treasury De
partment and whereas these inequities re
sult in a discriminatory reduction in basis
of taxpayers who have been reorganized
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under the Act, particularly when com
pared with the status of railroad corpora
tions as provided in the Revenue Act of
1942, and whereas the executive committee
deems it to be a matter of prime im
portance that such inequities be removed
as soon as possible;
“NOW THEREFORE BE IT RESOLVED that

the following proposed amendment to Sec
tion 270 of the Federal Bankruptcy Act,
as amended, be approved in principle as
setting forth the desire of the American
Institute of Accountants to bring this mat
ter in a practical way to the attention of
the judiciary committees of the House and
Senate:
“That Section 270 of the Federal Bank
ruptcy Act should be repealed, and that the
following be substituted therefor:
“Section 270. The tax basis of property
of a corporation reorganized under this
chapter, or reorganized under Section 77-B
of the Federal Bankruptcy Act, as
amended on June 7, 1934, shall not be de
creased as a result of its reorganization;
the basis shall be the same as it was in the
hands of the company or its predecessor
transferor prior to reorganization. The
term ‘reorganization’ as used in this para
graph, shall not be limited by the defini
tion of such term in Section 112(g) of the
Internal Revenue Code. Such basis shall
be utilized for invested-capital computa
tions as well as for the computations affect
ing income.
“This rule shall be applicable to property
retained or acquired in a reorganization
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effected pursuant to an order of the court
under the Federal Bankruptcy Act, as
amended, entered after June 7, 1934.
“Nothing in this section, however, shall
change or limit the running of the statutes
of limitations relating to the filing of
amended tax returns or the filing of claims
for refund which otherwise might be al
leged to have been illegally collected.
“And be it further resolved that the
president be instructed to transmit a copy
of this resolution, together with the pro
posed amendment, to the respective chair
men of the House and Senate Judiciary
Committees.”
In addition to these activities, the chair
man of the committee is working with the
American Bar Association, the New York
Bar Associations, and the Director of the
Division on Bankruptcy of the Adminis
trative Office of the United States Courts,
looking to a uniform adoption by them of
the above proposed amendment to Section
270 of the Federal Bankruptcy Act.
Respectfully submitted,

Charles S. J. Banks, Chairman
J. D. Cloud
Orville E. Johnson
Joseph K. Moyer
Raymond Edward North
Michael Peyser
Guy M. Scott
Paul R. Smoak
Arthur C. Upleger
October 4, 1943

Reports of the Com ittee on By-Laws
MIDYEAR REPORT
To

the

Council

of the

American Institute of Accountants :
Gentlemen : Certain amendments to the
by-laws have been recommended because
members and associates of the Institute
who have resigned or been dropped from
membership through failure to pay dues
now sometimes find it less costly to make a
new application for admission to the In
stitute than to take advantage of the ex
isting provisions for reinstatement. This
situation was brought about by the reduc
tion (and in the case of members of state

societies the waiver) of application fees for
new applicants.

Proposed Amendment to Article V,
Section 3(a)
The purpose of this proposed amend
ment is as follows:
The man who applies for reinstatement
under Section 3(a) did not owe the Insti
tute any money at the time he resigned.
He will be permitted, upon reinstatement,
to receive a certificate showing the date
of his original admission to the Institute,
and a fee of $5.00 is suggested as being
reasonable. A high reinstatement fee would
be inequitable when compared with an ac
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countant applying for admission and might
discourage a former member who left in
good standing from regaining his mem
bership.
Article V, Section 3(a) shall be amended
by striking out the words:
. provided the person applying shall
submit with his application for reinstate
ment the amount of dues and assessments,
subscriptions, etc., not in any case to exceed
$25, which would have been payable by
him if he had continued in membership
from the time of resignation to the date of
application for reinstatement.”
and substituting:
“. . . provided the person applying shall
submit with his application for reinstate
ment a reinstatement fee of $5.”
so that Section 3(a) shall read as follows:
“A member or an associate who shall
resign while in good standing may be rein
stated by the executive committee, pro
vided the person applying shall submit
with his application for reinstatement a re
instatement fee of $5.”

Proposed Amendment to Article V,
Section 3(b)
The purpose of this proposed amendment
is as follows:
The accountant seeking reinstatement
under Section 3(b) left the Institute owing
a full year’s dues (and having received half
a year’s service from the Institute). It
seems reasonable to expect him to pay back
the obligation on which he defaulted plus
a $5 fine, but that a ceiling of $30 be
placed upon reinstatements so as not to
make the cost of reinstatement prohibitive.
There are some members who, through
carelessness or temporary financial pres
sure, pay their dues a few weeks after the
close of the grace period. A penalty of $10
is rather strict. However, a penalty of some
sort appears desirable. A $5 fine is sug
gested.

Article V, Section 3(b) shall be amended
by striking out the words:
“. . . provided that the person applying
shall submit with his application for re
instatement the amount of dues and assess
ments, subscriptions, etc., which would
have been payable by him if he had not
forfeited his membership, plus a fine of
$10.”
and substituting:
“. . . provided the person applying shall
submit with his application for reinstate
ment the amount of dues and assessments
which would have been payable by him if
he had not forfeited his membership, plus
a fine of $5, the total amount payable in
any case not to exceed $30.”
so that Section 3(b) shall read as follows:
“The executive committee, in its dis
cretion, may reinstate a member or an
associate whose membership shall have
been forfeited for nonpayment of dues or
other sums due by him to the Institute,
provided the person applying shall submit
with his application for reinstatement the
amount of dues and assessments which
would have been payable by him if he had
not forfeited his membership, plus a fine
of $5, the total amount payable in any case
not to exceed $30.”
If the foregoing amendments, subject to
revision and approval by counsel for the
Institute, are found desirable, it is pro
posed that a paragraph (d) be added to
Section 3 of Article V which would read
as follows:
“A member or an associate who has re
signed or forfeited his membership may
not file a new application for admission
but may apply for reinstatement under
paragraphs (a) or (b) of this section.”
Respectfully submitted,

Harold A. Mock, Chairman
May 1, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants:
Gentlemen: At its meeting May 10,
1943, council approved for submission to
the membership at the annual meeting the
amendments to the by-laws set forth in
this report. These amendments to the by
laws have been recommended because mem

bers and associates of the Institute who
have resigned or dropped from member
ship through failure to pay dues now some
times find it less costly to make a new
application for admission to the Institute
rather than to take advantage of the ex
isting provisions for reinstatement. This
situation was brought about by the reduc
tion (and in the case of members of state
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societies the waiver) of application fees for
new applicants.
Proposed Amendment to Article V,
Section 3(a)
The purpose of this proposed amendment
is as follows:
The man who resigned in good standing
and applies for reinstatement under Sec
tion 3(a) did not owe the Institute any
money at the time he resigned. He will be
permitted, upon reinstatement, to receive
a certificate showing the date of his orignial admission to the Institute, and a fee
of $5 is suggested as being reasonable. A
high reinstatement fee would be inequitable
when compared with the fees required of
a new applicant for admission, and might
discourage a former member who left in
good standing from regaining his mem
bership.
Article V, Section 3(a) shall be amended
by striking out the words:
“. . . provided the person applying shall
submit with his application for reinstate
ment the amount of dues and assessments,
subscriptions, etc., not in any case to ex
ceed $25, which would have been payable
by him if he had continued in membership
from the time of resignation to the date of
application for reinstatement.”
and substituting:
“. . . provided the person applying shall
submit with his application for reinstate
ment a reinstatement fee of $5.”
so that Section 3(a) shall read as follows:
“A member or an associate who shall re
sign while in good standing may be rein
stated by the executive committee, pro
vided the person applying shall submit
with his application for reinstatement a re
instatement fee of $5.”
Proposed Amendment to Article V,
Section 3(b)
The purpose of this proposed amendment
is as follows:
The former member who seeks rein
statement under Section 3(b) left the In
stitute owing a full year’s dues (and hav
ing received half a year’s service from the
Institute). It seems reasonable to expect
him to pay back the obligation on which he
defaulted plus a $5 fine, but that a ceiling
of $30 be placed upon reinstatements so as
not to make the cost of reinstatement pro
hibitive. There are some members who,
through carelessness or temporary finan
cial pressure, pay their dues a few weeks
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after the close of the grace period. A
penalty of $10 is rather strict. However, a
penalty of some sort appears desirable. A
$5 fine is suggested.
Article V, Section 3(b) shall be amended
by striking out the words:
“. . . provided that the person applying
shall submit with his application for re
instatement the amount of dues and assess
ments, subscriptions, etc., which would
have been payable by him if he had not
forfeited his membership, plus a reinstate
ment fee of $10.”
and substituting:
“. . . provided the person applying shall
submit with his application for reinstate
ment the amount of dues and assessments
which would have been payable by him if
he had not forfeited his membership, plus
a fine of $5, the total amount payable in
any case not to exceed $30.”
so that Section 3(b) shall read as follows:
“The executive committee, in its discre
tion, may reinstate a member or an asso
ciate whose membership shall have been
forfeited for nonpayment of dues or other
sums due by him to the Institute, provided
the person applying shall submit with his
application for reinstatement the amount
of dues and assessments which would have
been payable by him if he had not for
feited his membership, plus a fine of $5,
the total amount payable in any case not
to exceed $30.”
Proposed Additional Paragraph to
Article V, Section 3
If the foregoing amendments are adopted
it appears reasonable to require former
members and associates to gain readmis
sion through reinstatement procedure
rather than to permit application for ad
mission in the usual manner.
It is proposed that paragraph (d) be
added to Section 3 of Article V which
would read as follows:
“A member or an associate who has re
signed or forfeited his membership may not
file a new application for admission but
may apply for reinstatement under para
graphs (a) or (b) of this Section.”
Respectfully submitted,
Harold A. Mock, Chairman
Harry W. Cuthberton
Alexander J. Lindsay
Walter A. Musgrave
John A. Peyroux, Jr.
August 18, 1943
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Report of the Committee on Cooperation with Bankers
ANNUAL REPORT
To the Council of the
American Institute of Accountants :

Gentlemen : After the exchange of an
agreement between members of this com
mittee that they would handle its activi
ties in the communities in which they live,
the services of the committee were offered
to the American Bankers Association and
to the Robert Morris Associates with a
view that any matters of controversy, cri
ticism, or recommendation between the
banking and accounting professions might
be cleared through this committee.
The only subject submitted to the com
mittee by a commercial banker relates to
the form of the request for confirmation of
bank balances and notes payable, and par
ticularly to the placing of the names of the
accounting firm and banker. It was agreed
that when a new plate for reproduction of
these forms is prepared by the American
Institute of_ Accountants, the form of ad
dress will be so changed as to enable the
confirmation request, to be mailed in a
window envelope.
One complaint was received by the com
mittee with regard to charges proposed by
a metropolitan bank for confirmation of
the liabilities of a client, and this was
dealt with by personal interview by a mem
ber of the committee.
Your committee communicated with the
presidents of all state societies, advocating
that they appoint a similar committee on

cooperation with bankers in their locali
ties so that your committee of the Institute
might hereafter deal uniformly in its rela
tions with commercial bankers through the
activities of such state committees. Your
committee is pleased to report that many
state societies have appointed such com
mittees, and that they have been active in
arranging joint meetings or at least in in
viting the local bankers to the CPA meet
ings with a view of establishing friendly
relationships for cooperative action where
necessary.
It is the belief of your committee that
a continuation of the work in cooperation
with commercial bankers and credit men
is essential, even though the program at
the present time may be dormant rather
than constructive.
Respectfully submitted,

Albert J. Watson, Chairman
Kins S. Collins
Oscar R. Davis
Arthur C. Droegemueller
Russell C. Everett
Rene J. LeGardeur
Eustace LeMaster
Harvard L. Mann
Vernon J. Moore
J. M. Neumayer
Warren W. Nissley
Charles S. Rockey
Edw. P. Tremper, Jr.
October 15, 1943

Reports of the Committee on Cooperation with Bar Association
MIDYEAR REPORT

To the Council of the
American Institute of Accountants :

Gentlemen : In accordance with your
instructions, the committee on cooperation
with Bar Association has had.no active
program during the present year. It has,
however, carefully watched such matters
as might affect the relations of our pro
fession with those of the legal profession
and it now desires to report briefly there
on.

Litigation
The Superior Court in Equity of the
Commonwealth of Massachusetts recently
handed down a decision in the case of
Lowell Bar Association V. Birdie T. Loeb
et al. In this case Mrs. Birdie T. Loeb
was the owner or proprietor of a business
known as The American Tax Service,
although it appears her husband, who is
an attorney-at-law, was the real owner.
The concern had several employees en
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gaged in the business of making out tax
returns and it advertised extensively in
the newspapers. The charge for making
out a short form of income-tax return was
$2.00 and for a long one $3.75. Apparently
The American Tax Service did a con
siderable business in making out such re
turns and the income from the work was
more or less substantial. None of those
employed to make out the tax returns
were lawyers.
The judge found that the defendants
were engaged in drafting numerous tax
returns, the returns were drafted as the
regular occupation of the defendants, such
occupation yielded a substantial income,
and, therefore, the defendants were en
gaged in the practice of the law.
It is understood that the defendants will
appeal this decision and the case will be
watched very carefully not only by counsel
for the Institute, but also, it is understood,
by counsel for the Massachusetts Society
of Certified Public Accountants. The de
fendants in the case are not certified public
accountants and are not lawyers, but, not
withstanding that important distinction, the
decision is a very serious one for the ac
counting profession.
The case of Richter v. Moon, in which
a certified public accountant sued for a
fee for tax work and the defendant alleged
that the services of Richter (a member of
the Institute) were illegal in that they in
volved the practice of law, was settled in
favor of the accountant.

Practice before the Tax Court of the
United States
In the Revenue Act of 1942 Congress
prohibited the Tax Court of the United
States from denying admission to practice
to any qualified person because of his
failure to be a member of any profession
or calling. The Tax Court, which was
opposed to this provision on the ground
that it would open the door to a large
number of people who had not demon
strated their fitness to represent taxpayers
before the Court, has issued new regula
tions, the most important of which is that
new applicants for admission to practice
other than lawyers will be required to
take a written examination. A report on
the steps taken by the Institute in opposi
tion to this important change in the posi
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tion of members of our profession will no
doubt be made by others, but this com
mittee will watch carefully future develop
ments, and particularly the type of ex
amination to be given future applicants
for admission from our profession.

Federal and State Legislation
During the present session there have
been introduced three bills into the U. S.
House of Representatives, and two bills
into the Senate which would restrict some
of the privileges now enjoyed by account
ants in their work before the various
boards of the federal government. Similar
bills were introduced by the same Con
gressmen in previous sessions and your
committee has followed the policy of pre
vious committees in taking no action against
these bills unless the bills become active.
The Institute’s counsel in Washington is
keeping a close watch over these bills, and
in the event that they become active your
committee’s opposition will be made known
at a committee hearing or by direct com
munication with Congressmen.
Bills having the same restrictive fea
tures in favor of attorneys have been in
troduced in the Minnesota legislature, and
we are advised that the members of the
Minnesota Society of Certified Public Ac
countants are vigorously opposing the
passing of these bills.

General
A number of our members are finding
it more and more difficult to know where
to draw the line between what is account
ing work and what is legal work in con
nection with the considerable amount of
new legislation arising out of the war
effort.
Questions are continually arising affect
ing clients in connection with matters such
as the Fair Labor Standards Act, wage
stabilization, price control, priorities, and
the renegotiation of contracts, and the an
swering of such questions may come very
close to what the legal profession claims is
the practice of law. Your committee is of
the opinion that it is no more possible to
draw a strict line between what is ac
counting and what is law in such questions
than it has been possible in the past to
draw a similar line in connection with the
tax work done by our profession. Our
members must be thoroughly familiar with
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new legislation which in any way has a
direct bearing on their work as account
ants, but they must realize that when they
undertake to advise that a client is com
plying with such laws they are treading on
dangerous ground.
So far as your committee is informed,
there have been no cases during the cur
rent year in which a state bar association
has complained of the unauthorized prac
tice of the law by a member of our pro

fession. Your committee is of the opinion
that friendly relations between the two
professions can be maintained best through
the cooperation of the state societies with
their state and local bar associations and it
recommends that this activity be stressed
in the work of the societies.
Respectfully submitted,
William Charles, Chairman
April 16, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants :
Gentlemen : In accordance with your
instructions, the committee on cooperation
with Bar Association has had no active
program during the last six months, but
it desires to report on certain matters of
interest to the profession.
The case of Lowell Bar Association v.
Birdie T. Loeb et al., is being appealed,
and a brief will be filed on behalf of the
Massachusetts Society as amicus curiae.
The committee has recently been advised
by a partnership consisting of two of our
members in Georgia that they are suing a
former client for payment of a fee for
work done in connection with claims for re
fund under Section 14 of the Revenue Act
of 1936 and Section 501 of the 1942 Act.
The defendant in its answer and demurrer
states that the services rendered by the
plaintiffs constituted the unauthorized
practice of the law and that the plaintiffs
are therefore not entitled to recover.
Counsel for the Institute is furnishing
these members with a list of cases and
other information as an aid in their case.
The following is an excerpt from the
report of the American Bar Association’s
standing committee on unauthorized prac
tice of the law submitted at the annual
meeting of the Bar Association in Chicago,
Illinois, August 23-26, 1943:
“Lay Practice in Connection with In
come Tax Returns.
“This committee has received many in
quiries from various lawyers and bar
officials all over the country as to whether
or not some action should be taken with
respect to the preparation of income-tax
returns for compensation by laymen for
others and the solicitation and advertising

of such business by laymen, banks, and
others. The committee had many confer
ences and gave considerable study to this
difficult problem. It is regrettable that
from the inception of the income-tax laws
the lawyers generally have not taken as
much interest in this field of law practice
as they might have, and consequently the
public has grown accustomed to employ
accountants and other laymen. Further
more, the federal government throughout
the period has favored laymen giving aid
to others in filling out income-tax returns,
and many laymen are enrolled and per
mitted by the Treasury Department to
practice before it. In two cases it had been
decided that such lay practice is not in it
self unauthorized practice of law. (Mer
rick et al v. American Security & Trust
Co., 107 F. (2d) 271 (1939); and Gronin
ger et al. v. Fletcher Trust Co., decided
April 23, 1942, in the Supreme Court of
Indiana.) On the other hand, in two cases
accountants had been enjoined from
soliciting claims for tax refunds and con
ducting such proceedings. (Bump v. The
District Court of Polk County, 5 N. W.
(2d) 914 (No. 45639, Supreme Court of
Iowa, 1942) 914; Chicago Bar Association
v. United Taxpayers, 312 Ill. App. 243,
38 N. E. (2d) 349 (1941).) Your com
mittee issued an informative opinion on
this subject, and recommended to the As
sociation’s committee on public relations
that it study the problem to see whether
some plan could not be adopted whereby
the public might be advised that the ser
vices of lawyers can and should be en
listed in this field of work, and also that
by post-graduate course of instruction,
lawyers generally should be given the op
portunity to gain more knowledge of the
law of taxation and thus be more generally
qualified to render public service in this
field.”
Your committee approved the publish

81

Reports of Committees
ing of the foregoing statement in The
Journal of Accountancy.
So far as this committee knows, the re
lations between the various state bar asso
ciations and our state societies are on a
satisfactory basis.
Respectfully submitted,
William Charles, Chairman
A. DeWitt Alexander

Raymond D. Ashman
James W. Bartrop
Hal Canary
F. H. Hurdman
Clarence L. Johnson
A. William Morris
Adrian F. Sanderbeck
Harry J. Williams
September 24, 1943

Report of the Committee on Cooperation with Credit Men
MIDYEAR REPORT

To the Council of the
American Institute of Accountants:
Gentlemen: During the past year the
accounting and credit groups have been
striving valiantly and almost exclusively
with their respective war-created problems.
Naturally, definite restrictions have been
imposed on collaboration—but only for the
duration and particularly in those dis
tricts where cooperation had been an ac
tive and routine procedure.

Postwar readjustments will pose mutual
problems requiring thoughtful and intelli
gent consideration. Renegotiations, taxes,
inventory compositions and evaluations, re
adjustments of capital structures, etc., will
long remain as some of the problems after
the cessation of hostilities. With this in
mind, it does not seem premature to sug
gest that some thought now should be
given to the methods of approach to these
basic factors and to the creation of the
necessary procedural mechanics to imple
ment them.
A year ago a comprehensive long-range
program was prepared for the gradual de
velopment of cooperative efforts between
certified public accountants and credit
men—both commercial and bank. This
program was furnished to each of the state
societies (see pages 110-112 of the In
stitute’s 1942 Yearbook) with the hope
that it would be a helpful guide to many
of the societies in initiating steps to effec
tuate closer relationship. Some gratifying
responses had been received up to the be
ginning of our participation in the war. It

is altogether possible that upon the re
sumption of normal collaboration, the more
important features of this program may be
utilized in the treatment of postwar prob
lems.
A question which arises at this time is
whether the subject of accountant and
credit-man cooperation is sufficiently im
portant to justify inclusion in the program
of the October conference of the Institute
of some discussion on the more important
phases of present and future planning.
Because of conditions described in this
report, and having in mind the increased
responsibilities upon principals of account
ing firms throughout the country, your
chairman, after conferring with the secre
tary of the Institute, has refrained from
initiating new committee projects. For the
same reasons, this very brief report has
not been circulated among committee mem
bers for their approval.

Respectfully submitted,

Simon Loeb, Chairman
Clinton W. Bennett
Maurice L. Blanchard
Walter C. Burer
James B. Carson
Roland J. Christy
E. P. Ellenberger
Harry E. Judd
James A. Rennie
August J. Saxer
Edward J. Stegman
Clarence L. Stone

April 28, 1943

Virgil S. Tilly
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Reports of the Committee on Cooperation with SEC
MIDYEAR REPORT

To the Council of the
American Institute of Accountants :
Gentlemen : At the meeting of council
at Chicago, October 1st, there was dis
cussion of a report by the committee on
cooperation with SEC dealing with the
proposed revision of the SEC proxy rules
which were at that time under considera
tion. The question had arisen whether the
Institute’s committee should make repre
sentations covering the proposed revised
rules as a whole, or should confine itself
to those sections of the proposed rules
which related specifically to accounting and
auditing. The council resolved that the
committee continue its consideration of the
matter, but make no recommendations to
the Securities and Exchange Commission
relating to parts of the rules other than
those affecting accounting and auditing
without submitting such recommendations
to the executive committee for approval.
The committee on cooperation with

SEC, appointed by the president soon after
the annual meeting, considered this mat
ter carefully and reached the conclusion
that it would be most appropriate to con
fine its suggestions to those portions of the
proposed revised proxy rules which re
lated directly to accounting and auditing.
Homer N. Sweet represented the commit
tee at a conference with officials of the
Securities and Exchange Commission di
rectly concerned with the proxy rules, and
made recommendations which were partly
followed in the final draft. These recom
mendations dealt with nomination of and
information • about auditors, the liability
provisions related to statements or omis
sions in financial statements, type of finan
cial statements to be submitted, certifica
tion by independent auditors, and remu
neration for services of accountants.
Respectfully submitted,
John H. Zebley, Jr., Chairman
May 7, 1943

ANNUAL REPORT
To the Council of the
American Institute of Accountants :
Gentlemen : At the midyear meeting
of the council the report of your committee
contained a resume of the relations of
the American Institute of Accountants
with the Securities and Exchange Com
mission over the ten-year period since the
Commission came into existence and it is
accordingly deemed unnecessary to repeat
much that was contained in that report at
this time.
The midyear report concluded by draw
ing attention to the amendment of Rule
2-01 of Regulation S-X issued by the SEC
as Accounting Release No. 37 and indi
cated that conferences and correspondence
had been carried on with the Commission
in an endeavor to clarify the rule to the
end that there would be eliminated some
of the unfavorable implications which, to
many members, it seemed might be other
wise adduced therefrom. All members of
the Commission and certain members of

its staff were invited to a dinner session of
the council for a frank discussion of the
problems raised by the amendment to the
rule on independence. At the conclusion of
the discussion the members of your com
mittee were invited to meet with the Com
mission in Philadelphia for the purpose of
further considering the rule in question.
This meeting was held on May 20, 1943,
and one result thereof was Accounting Re
lease No. 44, published on May 24, 1943,
which announced the revision of Rule 2-01
of Regulation S-X so that said rule now
reads:
“(c) In determining whether an ac
countant is in fact independent with re
spect to a particular registrant, the Com
mission will give appropriate consideration
to all relevant circumstances including evi
dence bearing on all relationships between
the accountant and that registrant and will
not confine itself to the relationships exist
ing in connection with the filing of reports
to the Commission.”
At the same time, the Commission de
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cided to insert the words “For example”
at the beginning of the second sentence of
subsection (b) of the same rule. The earn
est and sincere cooperation which your
committee received from the members of
the Securities and Exchange Commission
cannot be too strongly emphasized in any
report dealing with this matter.
While there have been in the past op
portunities for members of the profession
to meet with representatives of the Com
mission for the purpose of discussing mat
ters involving principles of accounting and
auditing procedures in which a common
interest existed, it is believed that a much
clearer understanding has been developed
during the current year of the position of
the accounting profession and of the atti
tude of the SEC on the subject of inde
pendence of auditors and matters related
thereto.
The spirit of cooperation between the
Commission and the Institute of which
there has been abundant evidence this year
leads to the belief that the time is here for
the profession to endeavor to increase the
extent of collaboration with the chief ac
countant of the Commission by securing
an opportunity to confer with him when
the apparent need is first noted for a
change in such accounting rules as have
in the past become the subject of account
ing releases.
It appears to your committee that it
would be helpful to both the Commission
and the profession to have matters on
which changes in accounting and auditing
principles and procedures are thought de
sirable by the Commission or its staff
brought to the attention of appropriate
committees of the Institute, even before
opinions relating thereto have been put in
the form of draft releases or have become
more or less crystallized at SEC. A con
current, even though not a joint considera
tion of any point in question, should cer
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tainly promote an earlier agreement than
has sometimes been possible in the past on
the general principles involved, even though
uniform application may not always be ac
cepted.
It should be recognized that SEC,
through the promulgation of rules and
regulations dealing with accounting mat
ters of registered companies, is exerting,
knowingly or unknowingly, a very definite
influence also on the financial statements
of companies whose securities are not
registered.
Because of the widespread influence of
pronouncements of SEC on accounting
matters, the members of the profession
should be careful not to allow the increas
ing burden of present-day problems to in
terfere with or obscure the opportunity
and the responsibility of developing ac
counting and auditing principles and pro
cedures.
In conclusion, the thought is expressed,
with the view of facilitating the collabora
tion with SEC, that representation on the
committee on cooperation with SEC be
given one or more members of each of the
committees which deal with the subject
matter generally referred to the Institute
by SEC, such as committees on accounting
procedure, auditing procedure, professional
ethics, and the executive committee. If this
were done and, at the same time, if the
committee on cooperation with SEC were
kept small in point of numbers, a closer
control over all matters under considera
tion would be possible than now exists with
the separate committees dealing individ
ually with SEC.
Respectfully submitted,
John H. Zebley, Jr., Chairman
Samuel J. Broad
Paul K. Knight
Lewis Lilly
Homer N. Sweet
October 16, 1943

Report of the Committee on Cooperation with Stock Exchanges
ANNUAL REPORT

To

the Council of the
American Institute of Accountants :
Gentlemen: A dinner meeting of the
committee on cooperation with stock ex

changes was held on July 15, 1943, at the
Princeton Club of New York which was
attended by the following representatives
of the New York Stock Exchange:
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Emil Schramm, President
P. L. West, Acting Director,
Department of Stock List
J. E. Gray, Department of Stock List
The meeting was called to consider a
letter received from the New York Stock
Exchange relating to the question of stock
dividends.
The question of stock dividends in gen
eral was discussed at some length. In
particular, we considered what, if any
thing, the committee could do to assist
the Stock Exchange in discouraging
periodic stock dividends, particularly
where the market value of such stock
dividends was substantially in excess of
the current earnings of the distributing
corporation. It was pointed out to the rep
resentatives of the Exchange that this
was primarily a matter of sound business
and financial practice and of good public
policy rather than a matter of accounting
and that the primary responsibility for
accomplishing the desired result appeared
to us to rest on the Stock Exchange. Mr.
Schramm said that he realized this. He
wished to be certain, however, that if the
Exchange implemented the suggestive part
of Accounting Research Bulletin No. 11
by refusing to list additional shares issued
as a, stock dividend unless the issuance of
such shares was in accordance with the

suggestions in the bulletin, the account
ants would not criticize the acts of the
Exchange. We assured him that he need
have no fears on that subject as we felt
certain that the accountants would stand
behind the bulletin.
There was considerable discussion as to
how the “fair market value” of the shares
to be issued as a stock dividend could be
determined. Everyone present recognized
the difficulty of such determination. It
seemed to be generally agreed that no
rigid formula could be adopted for this
purpose but that each case would have to
be decided on the facts relating to it.
Since this meeting, the committee has
continued to be in contact with Mr. West
and is assisting him in the preparation of
his statement on this subject which the
Exchange expects to issue in the near
future.
Respectfully submitted,

Warren W. Nissley, Chairman
William H. Bell
Percival F. Brundage
William R. Donaldson
John F. Forbes
Percy M. Hendrie
Walter M. LeClear
Prior Sinclair
September 16, 1943

Report of the Committee on Cooperatives
ANNUAL REPORT
To the Council of the
American Institute of Accountants :

Gentlemen : The committee feels that
its initial duty is to point out to the mem
bership the wide opportunities open to the
profession in the rapidly developing cooper
ative movement. To serve this purpose it is
well that some understanding be had of the
economic and ethical values attaching to
the cooperative movement and of the re
sponsibilities the cooperatives must assume
in the formulation and execution of plans
and programs for restoration of the post
war economy, if the movement is to justify,
to the fullest, the reasons for its existence.
The profession should understand that
the cooperative movement is not aimed at

the destruction of the system of free enter
prise but, on the contrary, is “a practical
way of introducing needed correctives to
a capitalistic, competitive economy.” Pro
ducer and consumer cooperation is a
method by which individuals may gain, or
regain, and assert ownership through joint
action with friends, neighbors, and like
minded persons, and by which they may
have a voice in what they receive and what
they pay. Definitely, the cooperative move
ment does not seek to create monopoly, but
on the contrary seeks to destroy existing
monopoly and by its destruction to restore
health to the competitive system. The pro
ponents of the cooperative movement point
out, and with cogency, that it offers the
only practical and workable alternative to
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price control. The economic justification
for the cooperative movement merits care
ful study by the profession, for, in a period
of revolutionary changes, which seek to
modify the old laissez-faire economics and
its monopolistic tendencies, it is essential
that we return to the free competitive
system rather than accept a system of gov
ernmental price fixing and the attendant
centralization. In this matter the profes
sion should adopt an open-minded, objec
tive, and investigatory point of view.
The political implications of the co
operative movement are in thorough keep
ing with our democratic doctrine and
ideology, in that they recognize the dignity
and independence of the individual and his
right to do for himself in cooperation with
others. Cooperation is not akin to either
totalitarianism or communism, in both of
which government professes to do things
for the people; for, quite to the contrary,
in cooperatives people do for themselves.
The two principal groups of cooperatives
with which the profession should concern
itself are agricultural cooperatives and con
sumers’ cooperatives (urban). Many agri
cultural cooperatives are large business
organizations and would be representative
clients in any accountant’s office. The con
sumer cooperatives are numerous and their
number is increasing. Both offer attractive
fields for the public accountant in his
capacity as an auditor and business advisor.
It is to the field of agricultural coopera
tives which are created by special legisla
tion and endowed with statutory rights and
privileges by virtue of their service to agri
culture, that the committee wishes to di
rect the profession’s attention.
In approaching professionally the agri
cultural cooperative field the committee
recommends to the practicing accountant
the following procedures:
(1) He should familiarize himself with
the special laws of the state of in
corporation and their applicability to
the cooperative he is about to audit.
(2) A similar study should be made of the
several federal statutes, compliance
with which will qualify agricultural
cooperatives to borrow from the Fed
eral Banks for Cooperatives, and
which grant exemption from federal
income and capital-stock taxes.
(3) He should recognize from the fore
going studies that “cooperation is a
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distinct method of doing business,”
usually through the corporate form of
organization, which operates for the
mutual benefit of its members. These
operations are on cost basis after pro
vision for operating and maintenance
expenses, and frequently after deduc
tions authorized for expansion and dif
ferent reserves. The same motives that
enter into its formation govern other
enterprises, except the benefits accrue
to members rather than to investors.

The procedures to be followed in the
audit of agricultural cooperatives are set
out adequately in an article by Walter L.
Bradley in the July, 1940, issue of The
Journal of Accountancy, which points out
the essential differences between audits of
cooperatives and other business enterprises
and emphasizes the special responsibilities
attaching to the auditors of cooperatives.
The following facts should govern the
preparation of financial statements and re
ports:

(1) The financial statements must show
clearly that the operations are on a
cooperative or non-profit basis, and
that the favorable balance resulting
from operations is not profit but an
additional return to patrons for the
produce marketed in the instance of
marketing cooperatives or reduced cost
of supplies in a purchasing cooperative.
In fact, in marketing the patron has
supplied the product or raw material,
processed it and sold it for himself.
He has taken the preliminary ad
vances, paid the expenses of processing
and operation, and the remainder is
the balance of his return. The operat
ing statement should be prepared in
such a manner as to show this. The
use of the terminology, “income and
profit-and-loss statement,” should be
avoided, and the preferable “operating
statement” or “statement of opera
tions and margins” substituted.
(2) The favorable tax status of farmer
cooperatives is under close scrutiny by
federal income-tax authorities, and it
is essential that the operating state
ments reflect the cooperative nature of
these operations.
(3) Operating methods, articles of incor
poration, by-laws, and marketing or
membership agreements must conform
to cooperative theory, and the auditor’s
reports must be framed with these
restrictions and limitations in mind.
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A new problem in the form of price rene
gotiation now confronts the larger agricul
tural cooperatives which have been big
scale suppliers of the armed services and
lease-lend. The primary problem in the
preparation of financial and operating
statements to be submitted to renegotiation
boards, is to reemphasize the non-profit
nature of the cooperative organizations
and to establish clearly that any excess of
sales proceeds over manufacturing, con
version, and marketing expenses is realiza
tion for product to the producer, and not
a commercial profit.
Although the committee on cooperatives
is a new addition to the standing commit
tees of the Institute, and its activities as
an organized committee necessarily have
been limited, its members have rendered a
measure of public service to the coopera
tives and to our own profession in this
particular field which seemingly would
justify the committee’s founding and con
tinued existence. Its chairman has served
as a consultant in cooperative matters to
other members of the profession in the
western part of the country. Mr. Bradley
has served throughout the year as an active
member of the standing committee on
Legal and Tax Problems of the National
Council of Farmer Cooperatives, and fur
ther has demonstrated extensively the in
terest of our profession in the field of co
operative accounting by frequent meetings
with various officials of the Farm Credit
Administration in consultation on their
problems. The committee may also take
credit for numerous platform appearances,
and written articles published during the
year, in furtherance of its objectives.
There is a wide field of interesting and
essential activity open to this committee.
In the short span of its existence only a
mere beginning has been made. Studies
and surveys in terminology and forms of

statements particularly applicable to the
cooperative form of enterprise must be
made, as well as further studies of audit
ing procedure applicable in the particular
circumstances of the cooperative type of
business, and the findings of all these
studies made available to the profession.
It is the responsibility of our profession,
and of the Institute as the organized agency
of the profession, to take the leadership in
solving the accounting problems of this
rapidly expanding mode of enterprise. Its
needs are patent, its call is urgent, and
there is ample evidence that attempts at
solution may stem from less qualified
sources, should this professional body fail
to embrace its opportunities for service and
mutual benefit.
The leaders of cooperative enterprises
recognize the important role which the ac
counting profession plays in their steady
and continued march of progress. It is in
cumbent upon our profession to accept the
responsibility which they are willing to
assign to us and to qualify ourselves for
distinguished service in this special field of
endeavor.
The committee must point the avenues
of service to our profession and be active
as a liaison agency between our profession
and the organized units of committees of
the cooperatives. Therein lies the greatest
mutual benefit to all concerned.
As stated at the outset, the profession
should devote its best attention to this
growing field.

Respectfully submitted,

Lewis Lilly, Chairman
Clarence H. Benton
Walter L. Bradley
John J. Harrington
Walter A. Musgrave
Robert A. Persinger
October 14, 1943

Reports of Committees

87

Report of the Committee on Coordination of State and National Organizations
ANNUAL REPORT

To the Council of the
American Institute of Accountants :

Gentlemen : The undersigned commit
tee was appointed in accordance with a
resolution of the council of the Institute
last May, as a result of a recommendation
of the Advisory Council of State Society
Presidents. The committee was given the
duty of studying the whole question of how
the activities of the state and national or
ganizations might be better coordinated,
and how closer cooperation between them
could be achieved.
The committee early in the summer re
ceived from the secretary of the Institute,
at the chairman’s request, various factual
data and suggestions bearing on the prob
lem. A meeting of the committee was held
on Sunday, October 17th, at which all the
members of the committee were present.
It was unanimously agreed that no plan
could be developed for early consideration
without the benefit of the opinions of a
large number of members of the profes
sion who are familiar with the problem
It was, therefore, resolved that a letter
should be sent to every state society presi
dent, and every member of council of the
Institute, asking his considered opinion,
without any specific suggestion by the com
mittee, as to what can be done to strengthen
the professional accounting societies, and
what can be done to facilitate closer col
laboration between the state societies and
the Institute. This procedure, the commit
tee believes, would provide a better indica
tion of just what the profession desires
than could be obtained by submitting any
tentative plan for criticism. When replies
to this letter have been analyzed, the com
mittee will be in a better position to for
mulate specific suggestions for presenta
tion to the council of the Institute—per
haps at its meeting in May, 1944, or at
the time of the annual meeting in the fall
of next year.
Meanwhile, it may be stated that sub
stantial progress has been made in co
operation between the Institute and the
state societies. This is evidenced by the fact
that the Institute has increased its mem

bership more than one hundred per cent
in the past seven years, with the goodwill
and support of the state societies. In the
committee’s opinion, the Advisory Council
has served as an effective instrument in
bringing to the Institute’s attention prob
lems which the state societies wished to
have considered, and also in coordinating
the thinking on matters of policy of those
charged with the administration of both the
state and national organizations.
From the preliminary exchange of views
among the members of this committee,
four of whom have been presidents of their
state societies and two president of the
Institute, it appears that the principal rea
son why this subject has arisen for con
sideration at this time is the fact that
most state societies are now evincing an
honest attitude of self criticism as to the
effectiveness of their functioning. In some
instances difficulty has been experienced
through lack of funds adequate to employ
paid staff assistants; in others, through the
division of the membership among two or
more cities. In the latter case, local chap
ters have sometimes carried on their activi
ties more or less independently of each
other, and of the state society organiza
tion.

Your committee believes that 'there
would be definite advantages to every
member of the profession if the scope of
state society activities throughout the coun
try could be materially enlarged. There is
a tremendous amount of educational work
to be done. The standing of the profession
in every community could be advanced by
what may be described as public-relations
work in that community. Legislative
problems could perhaps be dealt with bet
ter if experiences of other states were
readily available, and if proper ground
work could be laid well in advance for
any legislative program.

Educational work, the improvement of
professional standards and of public rela
tions, and legislative activity require much
thought, planning, and hard work. Volun
tary officers and committees, often residing
at great distance from one another, find it
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most difficult to keep such a program mov
ing continuously at an effective level.
It has been suggested in the committee
discussion that the Institute might set up
a department which, to some extent at
least, might serve as a secretariat for every
state society. Such a department could
maintain lists of all state-society and
chapter officers and committees. It could
cooperate with each state society and chap
ter officer and committee and assist in de
veloping suitable programs of activity for
the year of his incumbency in office. It
could send information on various tech
nical and professional subjects to the indi
vidual officer and committeeman most con
cerned. It could make available to all state
society officials the experiences of others
in dealing with similar problems. It would
also, of course, keep appropriate state
society officials informed of everything the
Institute had done or was doing which re
lated to their work. While much of this
type of service would have to be rendered
by correspondence, it might be supple
mented by visits by an Institute staff mem
ber to the state societies to deal with
specific problems, and keep the cooperative
machinery in good working order. As time
went on, such a department of the Institute
might well assemble sufficient data regard
ing state society problems and procedures
as to permit it to answer almost any ques
tion which state society officers or com
mitteemen would be likely to raise, there
by enabling them to render better service
to their members.

As an experiment, the suggestion pre
sented might indicate the direction in which
further steps toward coordination of state
and national activities might be most likely
to be successful. The project would in
volve the digesting of quantities of informa
tion, and conducting much correspondence.
It would require the full time of a com
petent staff assistant, and probably that of
two or three typists and assistants. At the
present time the budget of the Institute
could not absorb the expense of such an
undertaking, which with allowances for
travel might amount to some $15,000 a
year, without abandoning some of its pres
ent activities. Perhaps the service could be
financed, initially, in part by the Institute
and in part by the state societies at the
nominal rate of, say, $1.00 a member.
For reasons already stated, your com
mittee is not prepared to offer any specific
recommendations at this time. By secur
ing and studying the views of state society
presidents and council members during the
coming year, this committee, or its succes
sor, should be in a position to offer tenta
tive suggestions at a later date.

Respectfully submitted,

George S. Olive, Chairman
Parry Barnes
Julian A. Hawk
Frederick H. Hurdman
J. Arthur Marvin
October 17, 1943

Reports of the Committee on Federal Taxation
MIDYEAR REPORT
To the Council of the
American Institute of Accountants :

Gentlemen : The committee on federal
taxation has held two meetings during
the first half of the current year, and mem
bers of the committee have had numerous
conferences with officials of the Treasury
Department, Bureau of Internal Revenue,
and the United States Tax Court, in
Washington, D. C.

Extensions for Filing Tax Returns

On January 11th, the chairman of the
Institute’s committee, together with
Walter A. Cooper, William L. Ashbaugh,
and James A. Councilor, members of the
committee, as well as Maurice Austin, a
member of the Institute’s committee and
chairman of the New York State Society
tax committee, J. K. Lasser, chairman of
the New Jersey Society tax committee, and
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F. G. Hamrick, chairman of the Con
trollers Institute of America tax commit
tee, conferred with Treasury officials, in
cluding the Assistant Secretary of the
Treasury, on the question of extensions of
time for filing tax returns. The representa
tives of the accounting groups filed an
official letter proposing conditions under
which the Treasury might instruct collec
tors to grant sixty-day extensions freely
on the request of taxpayers or their ac
countants.
On February 11, 1943, Norman D.
Cann, Acting Commissioner, addressed a
letter to the chairman of the committee
outlining proposed instructions to be issued
to the collectors authorizing the granting
of extensions of time for filing tax returns.
Acting Commissioner Cann’s letter of Feb
ruary 11th, and a letter dated February
27th, produced over the signature of the
chairman of the Institute’s committee, giv
ing further explanation of the procedure
to be followed in obtaining extensions,
were sent by first-class mail to each mem
ber and associate of the Institute. A small
number of members complained that sup
plying the information requested to ac
company tentative returns as a basis for
extensions would create a substantial bur
den. Many members wrote in, congratu
lating the committee on arrangements that
had been effected and, on the whole, the
committee believes that the Commis
sioner’s cooperation was of great assist
ance to the profession and to taxpayers.

Practice before Tax Court
On January 12th, the chairman of the
Institute’s committee, with counsel for the
Institute, had a two-hour conference with
Presiding Judge Murdock, of the United
States Tax Court, and his associates, con
stituting a committee of the Tax Court,
which had drafted a proposed rule gov
erning admission to practice before the
court under the new provisions of the
revenue law adopted last fall, which pro
vide that no person shall be barred from
practice before the court because he is not
a member of any particular profession.
The rule provided that all persons pres
ently enrolled to practice will continue to
enjoy that privilege but in the future all
applicants shall take an examination ex
cept that lawyers might be exempted in
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the discretion of the court. The Institute’s
representatives argued . that accountants
be permitted to enjoy the same exemption,
or in some way be continued in a status
the same as that of attorneys.
Following a meeting of the committee
in New York, on January 24th, the chair
man of the committee paid a visit to Wash
ington, and again discussed the proposed
rule of practice with Presiding Judge
Murdock of the Tax Court.
Representatives of the committee on fed
eral taxation and J. Arthur Marvin, chair
man of the Advisory Council of State
Society Presidents, met with the executive
committee in New York to discuss the
proposed rules. President Olive later
went to Washington and conferred with
Judge Murdock. In spite of the sympa
thetic understanding by the Court of the
Institute’s position, the Court felt that it
could not extend to accountants the same
privileges extended to members of the
bar. The proposed rule has been adopted
and published.
Members of the committee have given
consideration to the matter of an amend
ment to the Code that would restore to
members of the Institute the relative posi
tion they enjoyed before the Board of Tax
Appeals.
Fiscal Year Changes
The committee continues to give its at
tention to the matter of fiscal-year
changes. It is the committee’s opinion that
the Bureau has no fixed policy against
changes of fiscal-year dates, but that the
Bureau does wish to be satisfied that a
proposed change, if granted, will put the
applicant on a natural business year, and
that its adoption was not motivated to
effect saving in taxes.

Extensions for Filing Claims under
Section 722
Following the meeting in New York on
January 24, 1943, the committee initiated
action to obtain extension of time for
filing claims under Section 722 of the In
ternal Revenue Code. On February 3,
1943, the chairman addressed letters to
J. Cheever Cowdin of the National Asso
ciation of Manufacturers, and Weston
Vernon, Jr., chairman of the Section of
Taxation, American Bar Association, seek
ing their respective views and cooperation.
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Mr. Cowdin replied by telephoning from
New York advising that his Association
would cooperate to the full extent. Mr.
Vernon expressed his approval by letter,
which included the statement, “regardless
of what decision is made as to Section 722,
I should be very glad to receive from you
any recommendations regarding changes in
the Revenue Law which may be under con
sideration by your committee on federal
taxation.” Maurice Austin, a member of
our committee and chairman of the New
York State Society’s committee, deserves
special mention for his accomplishments re
sulting from his discussions with Treasury
and Bureau officials and Colin F. Stam,
Technical Advisor to the Joint Congres
sional Committee on Internal Revenue
Taxation. H. J. Resolution 100 has been
passed and the time for filing claims has
been extended to September 15, 1943.
Federal Tax Recommendations
On behalf of the American Institute of
Accountants, Walter A. Cooper, member
of the committee, presented a statement
endorsing the “pay-while-we-earn” prin
ciple before the Ways and Means Com
mittee of the United States House of Rep
resentatives, February 10, 1943.
One of the major projects of the com
mittee since its first meeting has been the
drafting of proposed recommendations to
the Ways and Means Committee, to be
presented at the Committee’s next hearing.
A draft of the recommendations, which
includes several of the recommendations
made last year which were not incor
porated in the 1942 Revenue Law, is now
in the hands of the committee.

Other Committee Activities
The committee recommended to the ex
ecutive committee of the Institute that a
technical assistant be employed on a fulltime or part-time basis, to aid the com
mittee on federal taxation, if a suitable
person could be found at a reasonable
salary.
Members of the committee on federal

taxation have contributed the following
articles to The Journal of Accountancy
during the current fiscal year:
Maurice Austin: “Effect of ExcessProfits-Tax Law on Current Reorgani
zations”
Troy G. Thurston: “Current Problems in
Income-Tax Procedure”
J. A. Phillips: “Major Changes in Fed
eral Taxation Effected by the Revenue
Act of 1942”
There have been introduced in the 78th
Congress several of the so-called “ad
ministrative bills” which would restrict
to members of the bar the right to repre
sent others before government agencies.
These bills are:

H.R. 94, introduced by Representative
O’Toole, of New York.
H.R. 673, introduced by Representative
Walter, of Pennsylvania.
S. 323 and S. 324, introduced by Senator
Hatch, of New Mexico.
(The Hatch bills are similar to H.R.
816, introduced by Representative Celler,
of New York.)
These bills are being carefully watched
by Institute’s counsel, and the state society
presidents have been informed of the ex
istence of the bills. So long as the bills
remain dormant, the committee recom
mends that no action be taken concerning
them.
Because of the very nature of the com
mittee’s work, it is necessary that deci
sions be reached within a limited time and
without the benefit of full discussion with
members of council and state society presi
dents. It therefore would be most helpful
to the committee to receive through dis
cussion from the floor at this meeting,
the views of those present on matters of
federal tax policy with which the com
mittee may be confronted in the future.
Respectfully submitted,

J. A. Phillips, Chairman
May 1, 1943
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ANNUAL REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen: Your committee on fed
eral taxation submits this report on its
activities during the last half of the In
stitute’s current year.

Legislation
Since our report of May 1, 1943, much
attention has been given to matters re
lating to legislation. We held a meeting
at the office of the Institute, on August 6,
1943, primarily for the purpose of con
sidering proposals for changes in technical
provisions of the Internal Revenue Code.
We reviewed our tentative draft of recom
mendations and gave careful consideration
to the many suggestions submitted by
others. Particular consideration was given
to a communication from Colin F. Stam
of the Joint Committee on Internal Rev
enue Taxation of the Congress, inviting
suggestions of members of the Institute
looking toward simplification of the in
ternal revenue laws in accordance with a
proposal put forward by Senator George
of the Senate Finance Committee. Based
on our study of the suggestions made, we
completed a report directing attention to
numerous needed changes in the law. This
report was adopted with the understand
ing that future recommendations on mat
ters of policy or technical questions might
be made when more detailed information
concerning proposals for new tax legisla
tion became available.
The present report contains twenty indi
vidual recommendations for change and in
cludes technical and procedural matters, as
well as more general recommendations,
such as: (1) consolidation of all federal
taxes on corporate income into a single tax;
(2) computation of tax deductions in ac
cordance with generally accepted account
ing principles consistently followed; (3)
repeal of the capital-stock tax.
The chairman submitted the report to
Stanley Surrey, Tax Legislative Counsel
of the Treasury, on August 11, 1943. Al
though we cannot state as yet what action
will be taken on our suggestions, it is
noted that Mr. Surrey has been giving
attention to the report and has requested
eight additional copies. Copies have also

been distributed to Colin F. Stam, Chief
of Staff of the Joint Congressional Com
mittee on Federal Taxation, Randolph E.
Paul, General Counsel to the Treasury,
Timothy C. Mooney, Deputy Commis
sioner of Internal Revenue, the National
Association of Cost Accountants, the Na
tional Association of Manufacturers, and
the Controllers Institute of America.
In respect of Mr. Stam’s letter invit
ing suggestions, the committee endeavored
to elicit as many constructive suggestions
from the membership group as possible
and to that extent an editorial designed
for this purpose appeared in the Septem
ber, 1943, issue of The Journal of Ac
countancy. In addition, a circular letter
was distributed to several hundred mem
bers who had shown previous interest in
tax matters.
We have had the replies analyzed by a
technical assistant engaged for the pur
pose. The report on this analysis is at
present being studied and, on the basis of
the accumulated data, the committee is
preparing to approve specific recommen
dations to Mr. Stam.

Colonel Robert H. Montgomery’s
Proposal
The committee, which has always been
interested in any program looking to a
change in policy of the Treasury Depart
ment to permit greater flexibility and to
eliminate the present legalistic and highly
technical approach to income determina
tion, was happy to give consideration to
Colonel R. H. Montgomery’s circular let
ter dated June 25, 1943, which was dis
tributed to the Institute membership.
We concurred in his observations on the
unsatisfactory aspects in the present
system of levying and collecting taxes and
considered his proposal for a change in the
method of examination of corporate tax
returns.
In view of the interest evidenced by over
600 replies from members which were re
ceived containing numerous suggestions, we
have had the replies analyzed by a tech
nical assistant. The study of over 100 pages
which has been prepared on the basis of
the analysis is being considered by the
committee. It is believed that many helpful
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suggestions contained in this report can
be incorporated in our recommendations
to Colin F. Stam. The study has already
been referred to the executive committee
and it is our understanding the president
of the Institute will informally discuss it
with representatives in the Treasury office.
We considered Colonel R. H. Mont
gomery’s specific proposal that the Bureau
of Internal Revenue accept as correct and
as the basis of the tax, the net income as
shown by corporate books when certified
by an independent certified public account
ant, except for fraudulent or grossly negli
gent returns. We concluded that the ques
tion of the extent of responsibility which
the certified public accountant should as
sume in certifying reports for tax pur
poses is part of a fundamental policy in
volved in certifying reports (for example,
termination of war contracts). Therefore,
this question has been given to the execu
tive committee for consideration.
Administrative Reforms

Our committee has been actively en
gaged in presenting the position of the
business concern and the accounting pro
fession to the Treasury Department and
the Bureau of Internal Revenue on
pertinent matters of administrative pro
cedure involved in (1) changes to natural
fiscal years, (2) extensions for filing Sec
tion 722 claims, (3) liberal extensions for
filing income-tax returns, and (4) the
practice of certified public accountants be
fore the United States Tax Court. We
feel that much has been accomplished to
achieve understanding of both sides of the
problems and anticipate the Treasury’s
cooperation and some modification in the
Bureau’s attitude in the future. We feel
that the role that the committee can play
in such matters will prove beneficial and
helpful to all concerned. The comments
below show the development on the various
issues.
Natural Fiscal Year Changes
Conferences have been held with
Bureau officials extending over the past
five or six months on the question of tax
payers’ changes to natural fiscal years.
Our chairman had a recent conference
with these officials in Washington and re
ported that they stated if a satisfactory

amendment to the Code were proposed
and adopted protecting the government
against loss of revenue, the Treasury
would freely grant applications for change.
The committee was invited to draft such
an amendment but after consideration
deemed this to be inappropriate. It has
gone on record, however, as willing to re
view and support any fair and just amend
ment which the Treasury may propose.
Extension for Eiling Section 722 Claims
In our midyear report we indicated that
the committee played an active role in
accomplishing the extension of time for fil
ing Section 722 claims to September 15,
1943. Since then actual experience with
the preparation of these claims indicated
the need for further substantial extension.
Your committee kept in touch with the
matter and with the appropriate Treasury
and Bureau officials.
On August 27, 1943, the committee ad
dressed letters to Chairman Doughton of
the House Ways and Means Committee
and Senator George of the Senate Finance
Committee urging that the Congress
should extend the time for filing claims
under Section 722 of the Internal Revenue
Code. Copies of these letters were mailed
to Mr. Stam, and to representatives of the
Treasury and the Bureau of Internal
Revenue. Replies received favored the pro
posal. On August 27, 1943, Randolph E.
Paul, General Counsel to the Treasury
Department, announced his recommenda
tion to the chairmen of the congressional
committees that the filing date of these
claims be extended so as to place them
on the same basis as refund claims gen
erally, and at the same time reported the
concurrence of the committee chairmen
in this recommendation. At the time of
writing this report, a joint congressional
resolution embodying the aforesaid exten
sion has been reported out of the House
Ways and Means Committee and it ap
pears that such legislation will soon be
enacted (H.R. 3308; H.R. 3363).
We have also noted that in the October
1943 issue of The Journal of Accountancy
an editorial appeared suggesting that the
Institute membership exchange statistical
and financial data regarding Section 722
claims. It was proposed that the library
at the Institute be a depository for such
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information where it would be available to
the members. Replies to this editorial are
now beginning to come in.

believed that such an assistant will per
mit a long-term, continuous, and well
integrated program for the tax committee.

Extensions for Filing Income Tax
Returns
Members of the tax committee have
been active in conferences with the Treas
ury in endeavoring to establish the prac
tice of freely granting extensions of time
by pointing out the business circumstances
requiring such extensions. On August 10,
1943, we discussed with Mr. Mooney,
Deputy Commissioner of Internal Rev
enue, Income Tax Unit, the Department’s
experience in respect of its liberal policy
in granting extensions for filing 1942 cor
porate returns, forms 1120 and 1121. The
limited number of final reports of Collec
tors, considered in the Commissioner’s
office at the time, precluded Mr. Mooney
from expressing a fixed opinion. He
stated that the reports examined indicated
an entirely satisfactory experience. The
committee believes that a liberal policy of
granting such extensions will be con
tinued.
Practice before the United States Tax
Court
Our committee has throughout the year
given careful consideration to the status
of practitioners before the newly created
United States Tax Court, formerly known
as the Board of Tax Appeals. Your com
mittee is continuing to give this matter its
attention, with a view to taking or recom
mending such action as may be appropriate.

Conclusion
We are happy to indicate the satisfactory
progress in our relations with the Treas
ury and the increasing recognition of the
value of our services on the part of gov
ernment officials. We quote from a letter
received August 16, 1943, from Norman
D. Cann, former Assistant Commissioner
of the Internal Revenue Bureau:
“Before leaving for my new assignment
I wish to acknowledge my deep apprecia
tion for the cooperation extended to me
by the Institute and its tax committee. I
am sorry that we have not been able to
accomplish more, but war, of course, has
interfered, and there will be further op
portunity for extensive overhauling of our
tax laws and their administration in the
years to come. In that event I hope that I
may again have the opportunity to work
closely with you and the official committees
of the Institute.”
The membership group has become more
and more aware of our role and numerous
suggestions and comments have been re
ceived and reviewed from them.
The importance of the work in the tax
field has been further recognized by the
Institute through the establishment of
a monthly tax department in The Journal
of Accountancy, known as the Tax Clinic
and edited by J. K. Lasser. This forum is
proving highly beneficial for the exchange
of ideas about tax problems with emphasis
on points of greatest general interest.

Technical Assistant

Respectfully submitted,

The work and importance of the com
mittee on federal taxation has grown and
developed to such an extent that the com
mittee felt the need for a technical as
sistant who would handle the administra
tive and correspondence duties promptly
and expeditiously, and would prepare
studies and reports on designated topics.
Miss Rebecca Newman, a graduate of
Columbia Law School and a member of
the New York State Bar, who prepared
two reports referred to above, has been
engaged on a six-months trial basis. It is

J. A. Phillips, Chairman
A. DeWitt Alexander
William L. Ashbaugh
Maurice Austin
William L. Clark
Walter A. Cooper
James A. Councilor
Harry E. Howell
Charles Melvoin
Robert Miller
Troy G. Thurston
Louis C. Weiss
October 9, 1943
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Report of the Committee on Governmental Accounting
ANNUAL REPORT
To the Council of the
American Institute of Accountants :

Gentlemen: The municipal phase of
governmental accounting has had a great
development within the past ten years.
We continue to work very closely with the
finance officers; the National Committee
on Municipal Accounting continues to
carry on its important work; and the
various books and pamphlets published by
that committee will be revised in the near
future, based on experience by practically
every level of government, from the state
down to school districts.
The members of the American Institute
of Accountants on that committee and its
advisory groups have played in the past,
and will continue to play, a very important
part in these revisions. We have an ex
cellent relationship with the finance officers,
and they do not undertake anything with
out first consulting us about it.
The chairman of your committee has
served for the past three years on a com
mittee of judges to make awards to those
units of government that have made the
greatest contribution in the field of gov
ernmental accounting. We have had an op
portunity, in making these awards to ex
amine and study the fine programs that
have been conducted throughout the United
States.
Your chairman has recently been asked
to act as chairman of a committee to study
the whole function of the finance officers of
the municipal government. It will give us
a marvelous opportunity to study what is
being done and what has been accom
plished, and an opportunity to establish
fine relationships with outstanding finance
men in our various local government set
ups. For the past several years succeeding
chairmen have shown an interest in ac
counting problems in the federal field.
These men have had conferences with rep
resentatives of government and, within this
last year, your present committee has met
with these various representatives.

Recently, the secretary of the Institute
and one of the assistant secretaries met
with us in Washington for the purpose of
making arrangements for a conference on
Federal Government Accounting to be held
in New York December 2nd and 3rd. The
Treasury Department, General Account
ing Office, and Bureau of the Budget are
enthusiastic about cooperating with us in
arranging what we really hope will be more
of a round-table discussion of the prob
lems and will lead to a reconciliation and
crystallization of views held by the best
informed people in this field.
We think from such a conference we will
develop facts which will enable us to pre
sent to council the recommendation and
suggestion that an aggressive and construc
tive program be undertaken to clear up
what we believe are weaknesses in the
entire accounting and auditing structure of
the federal government. We also hope to
get a clear definition of what the General
Accounting Office is doing, and possibly to
show that it is more of an administrative
body as it is now functioning and that it
is not protecting the citizens or furnishing
Congress with the type of auditing to which
it is entitled. The General Accounting
Office is more and more making the orig
inal administrative determinations, and,
therefore, is not in a position to audit that
which it first determines shall and can be
paid. We hope the conference will at
least provide us with the basis on which we
can sponsor an aggressive program de
signed to lead ultimately to legislation and
amendment to the budget act of the fed
eral government.
Respectfully submitted,
George P. Ellis, Chairman
Fayette H. Elwell
G. Charles Hurdman
Eric L. Kohler
Elton C. Loucks
Lloyd Morey
October 18, 1943
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Reports of the Committee on History
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants:

Gentlemen : During the current six
months your committee on history has se
cured copies of the following:
A paper by Mr. Roy C. Brown, en
titled “Early History of Accounting in
Mississippi”;
A booklet, “Public Accountancy in Dela
ware,” published in 1937 by Goldey Col
lege ;
A “Directory of Early American Public
Accountants,” by Professor A. C. Little
ton. Reference was made to the prepara
tion of this work in the committee’s report
of April 23, 1942.
The committee has had recent advices
that some progress has been made in

gathering historical data of the profession
in the states of Alabama, Illinois, Massa
chusetts, Nebraska, Tennessee, Texas, and
Wisconsin, but work has been suspended
for the time being in one or two instances.
It is expected that the data for Nebraska
and Tennessee will be available in the very
near future.
The presidents of three state societies
report that nothing has yet been done in
this connection. Replies have not been re
ceived as yet from twenty-three other
societies to letters of inquiry sent on
October 26, 1942, and April 1, 1943.
Respectfully submitted,
T. Edward Ross, Chairman
April 22, 1943

ANNUAL REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen : Supplementing the report
of April 22, 1943, your committee on his
tory notes the receipt of a paper entitled,
“Public Accounting in Tennessee,” by
Harry M. Jay (7 typed pages), and a copy
of a booklet, “Life Sketch of Edward Scott
Thomas,” by Helen W. Thomas. Mr.
Thomas was one of the organizers of the
Ohio Society of Certified Public Account

ants, and for many years was a member
of the State Board of Accountancy of
Ohio.
The completion of other data under
preparation has been delayed in some in
stances by the pressure of professional
engagements.

Respectfully submitted,
T. Edward Ross, Chairman
October 5, 1943

Reports of the Committee on Membership
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen : On behalf of the commit
tee on membership, it is a pleasure to re
port that in spite of war and preoccupation
of members with matters of far greater
moment than membership, the Institute
has continued steadily to grow in size and
is larger today than at any time in the
past. The present membership of 6,877
represents a net gain of 693 over the mem
bership a year ago. Five hundred thirty
applications have been received since Sep

tember 1, 1942, representing an increase of
207 over the number filed during the cor
responding period a year ago.
With no intent to minimize the excel
lent work of the 143 members of the com
mittee, there is evidence that many new
members have sought admission on their
own initiative. This circumstance, in which
young certified public accountants write
to the Institute for application forms, is
in part heartening, and yet it also serves as
a challenge to all members, since it is evi
dence that these new members of the pro
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fession have not been extended a personal
invitation to apply for admission. It is
gratifying to find that young certified pub
lic accountants are eager to share the re
sponsibility of supporting their state and
national professional societies and recog
nize that through membership, they may be
kept currently informed of the important
developments that vitally concern every
professional accountant.

A few years ago, a typical Institute
membership ballot for admission to the
Institute would show about 80 per cent of
the names for admission to full member
ship and 20 per cent for admission as asso
ciates. Today, more than one-half of those
admitted are associates. The definite trend
toward application of younger men for ad
mission to the Institute is shown in the
following table:

Average age at which new members were
admitted to the American Institute of
Accountants

September 1, 1934 to
March 31, 1942
College graduate _________________
37
High school or equivalent __________
39

The following table shows a breakdown
by age groups of members and associates

September 1, 1942 to
April 1, 1943
34
39

admitted from September 1, 1942, to April
1, 1943:

Number Admitted
Age Group
20-24 years_______________________
25-29
“
30-34
“
35-39
“
40-44
“ _______________________
45 and over_______________________

College Graduates
8
92
92
73
42
39

There are 502 members and associates
of the Institute serving in the armed
forces, over 80 per cent of them serving as
commissioned officers.
One professional society (not an ac
counting body) has felt the loss of duespaying members on its budget so keenly
that it has suggested that those members
not in the service enroll on the list of sus
taining members, thus paying the dues of
two members in service. Fortunately the
Institute’s growth in membership has been
substantial enough to more than offset the
loss of revenues from dues waived in the
case of members serving in the armed
forces.
It is interesting to find that from 1939
to 1943, an increase of about one-third has
taken place, both in Institute membership
and in the number of CPA certificate
holders in the United States. Institute
membership totaled 5,080 in 1939 and is
6,877 today, while the approximate num
ber of certified public accountants in 1939
was 18,000 and has grown to over 24,000.

Non-College Graduates
—
12
28
32
.21
27

These figures indicate that there are
still many certified public accountants who
are not members of their national pro
fessional body. In spite of this fact, it does
not seem proper during these strenuous
days for any organization to devote the
substantial amount of time or energy nec
essary to undertake a nation-wide, or
ganized effort to bring in new members.
It is important, however, that new blood
be brought into the Institute and that a
strong national body be maintained to
cope with the increasing problems that
confront the profession.
Too frequently, I am led to believe, the
subject of membership is passed over
lightly by the leaders of our profession,
with the thought that it is one of those
subjects that takes care of itself so long
as the Institute serves the profession well.
There is a large membership committee
with excellent geographical representation
to look after the membership problem.
Then, too, it is a trait developed early in
childhood to gloat over the size and im
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portance of anything with which one may
be associated. For mature professional
men, wrestling with problems vital to the
war, thoughts concerning membership
seem out of place. Admitting that these
views have merit, I believe they are over
shadowed by the fact that the future of
our profession will be determined largely
by the young men who are coming into it
and the professional stature of the indi
vidual certified public accountant. The day
may not be far off when some of our law
makers may suggest that persons on the
government payroll are best able to per
form accounting services to private enter
prise. This eventuality can be met most
ably by continuing to increase the value to
the public of the services the certified
public accountant renders. Membership in
the American Institute of Accountants,
which automatically brings to a certified
public accountant The Journal of Ac
countancy, research and auditing procedure
bulletins, access to the thousands of publi
cations in the Institute’s library, and asso
ciation with his fellow practitioners, can
not help making it possible for him to
serve his clients better. Without quali
fication it may be said that the best in
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terests of the certified public accountant,
the profession, and the public are served
when professional men through associa
tion with their national and state societies
are currently informed of all important
matters pertaining t<5 their profession.
Because those gathered here today, con
stituting the governing body of the Insti
tute, presidents of state societies, and com
mittee chairmen, have the best interests
of the profession at heart, I have no hesi
tation in requesting your cooperation in
extending to well-qualified certified public
accountants on your own staffs or whom
you may know in your own communities,
a cordial invitation to apply for admission.
For your convenience, the secretary will
send within the next few days, a supply
of application forms and outlines of ad
mission requirements.
With your wholehearted cooperation, I
am sure that the Institute will continue to
have a strong and healthy growth during
this war period, and will be well prepared
to meet the problems of the postwar era.

• Respectfully submitted,
L. C. J. Yeager, Chairman
May 1, 1943

ANNUAL REPORT
To the Council of the
American Institute of Accountants :

Gentlemen : The membership of the
American Institute of Accountants has
continued to grow steadily throughout the
year, to reach an all-time high of 7,137,
a net growth of 684 for the year.
During the fiscal year 1,100 applications
for admission were filed and during the
past three months over 1,300 requests for
application forms were received. This un
usually large number of requests for appli
cation forms and information regarding
membership resulted in part from a letter
sent by the president of the Institute in
June to all non-member certified public
accountants, describing the work and ser
vices of the national professional account
ing body.
The work of the 143 members of the
committee on membership has been fur
thered by the cooperation of state society

presidents and many individual members
of the Institute. The trend toward admis
sion of larger numbers of younger men
assures the virility of the Institute.
Progress is being made toward the day
when it will become normal procedure for
the young certified public accountant to
join the American Institute of Account
ants early in his professional career.
Institute services to the accounting pro
fession and membership growth comple
ment each other. The more the Institute
can contribute toward solving the problems
that confront the public practitioner, the
more indispensable membership becomes.
It has been for many years the policy of
the Institute to devote its resources to
serving its members rather than to ac
cumulate substantial funds for the needs
of some remote day. This policy has un
doubtedly contributed to the steady growth
in membership.
To my knowledge, the Institute has
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never undertaken a membership campaign.
With the maintenance of high admission
standards; with unity of membership re
sulting from the requirement that all
applicants possess a CPA certificate, and
with a record of ever-increasing service to
the profession, the Institute should never
need to undertake a membership campaign.
Membership is not something to be sold,
but something for the well-qualified certi
fied public accountant to attain as evi
dence of his professional stature. There
rests with the membership committee the
responsibility that all certified public ac
countants know of the Institute’s work
and of the benefits and responsibilities of

membership. The committee’s work can,
however, be effective only when supple
mented by the assistance of each member
and associate who is acquainted with cer
tified public accountants in his own com
munity and is in a position to extend to
them a personal invitation to apply for
admission. With the continued assistance
of the membership in the work of the com
mittee, the Institute will continue its
wholesome growth during the coming year.
Respectfully submitted,

L. C. J. Yeager, Chairman
September 1, 1943

Report of the Committee on Natural Business Year
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen : The program of develop
ment of the natural business year cam
paign by your committee and state society
committees has been considerably handi
capped in the past year by the war. Since,
for the time being, so many companies
are engaged in production for the armed
forces and for that reason are at the
peak of production at all times and seasons
of the year, it has not been possible to
engage the attention of executives with
the natural fiscal closing date proposal.
Members of the profession in many
cases have hesitated to suggest the use
of natural business years by clients be
cause of a doubt as to the attitude of
the Bureau of Internal Revenue in the
matter of granting permission to change
closing dates. The impression became wide
spread that the Bureau had decided to
refuse permission, as a matter of policy.
This impression first was caused by the
fact that, in a number of cases of applica
tions from companies in the department
store field, permission to change was de
nied.
Cooperating with your committee, the
secretary of the American Institute and
the chairman of the committee on federal
taxation discussed this general situation
with officials of the Bureau of Internal

Revenue. As a result of these discussions,
your committee is under the impression
that the policy of the Bureau has not been
changed, and that applications for changes
to fiscal years will continue to be granted
when they are believed to be justified.
Your committee further understands the
position of the Bureau to be that it will
not grant permission for change when it
believes that the sole or principal reason
for a request is the hope of reducing taxes.
Your committee has been informed that
it is the desire of Bureau of Internal Rev
enue officials to discuss this whole ques
tion with the American Institute, and the
suggestion has been made in the Bureau
offices that the chairmen of your commit
tees on federal taxation and natural busi
ness year participate in the discussion. Ar
rangements have been made for such a
meeting, and an informative memorandum
following it will be issued to the mem
bers of the American Institute. The con
ception of your committee on natural
business year as to the most important
point to be brought home to the Bureau
of Internal Revenue is the fact that
changes to natural business years are
justified when they meet the requirements
and needs of sound business management
and accounting, even if tax advantage
does lie in some cases.
The general situation with respect to
the natural business year campaign is
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far from discouraging. The Institute staff
still receives inquiries as to suggested
closing dates both from members of the
profession and from executives. Several
state societies have shown in their cor
respondence that they are actively doing
what they can to promote this proposal.
There is evidence that, despite the pre
occupation of war, a number of companies
changed to the natural business year basis
in the first quarter of this year. The total
of changes for the period is 497, the lowest
point to be reached in the first quarter
of any of the last five years. The record
shows 647 changes in January, February,
and March of 1939; 769 changes in the
first quarter of 1940; 683 changes in the
like period of 1941; and 1033 changes in
the first quarter of 1942. These figures are
taken from monthly reports furnished by
the Commissioner of Internal Revenue.
Your committee takes from these figures
that, while there is a drop in the total for
the first quarter of this year, there still
was an encouraging total of changes.
Without the war, it is safe to assume,
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the level of changes for the first quarter
would have remained high.
It is the desire of your committee to
do everything possible to keep the ad
vantages of the natural business year al
ways in the minds of businessmen and
members of the accountancy profession.
It respectfully requests suggestions from
council. Shall it take from granted a
minimum of interest in natural business
years in these times when business is so
actively concerned with the war? Does the
council agree that for the present the com
mittee should confine its efforts to keep
ing up the interest of accountants in the
natural business year, and to furnishing
to members of the Institute and state
society committees such information as
will be helpful in at least keeping alive
an active interest in the proposal until
the end of the war presents an oppor
tunity for renewed active promotion?

Respectfully submitted,

Harry L. Oppenheimer, Chairman
May 1, 1943

Reports of the Committee on Publication
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen : Publications of the Amer
ican Institute of Accountants, in these war
years, reflect a single major purpose—
helping members of the accounting profes
sion to make the most effective contribu
tion to the winning of the war. This pur
pose is revealed by the titles of articles
published in The Journal of Accountancy
since the beginning of the Institute’s cur
rent fiscal year on September 1, 1942—
Mechanics of Renegotiation; Determina
tion of Contract Costs by the War De
partment; Some Special Features in the
Audit of War Contract Costs; Accounting
Aspects of the Priorities System; War
Contract Termination; Adaptation of the
Income Statement to Present Conditions;
The Controlled Materials Plan; Limita
tion Order L-219. Out of sixty-two signed
articles in The Journal from September,
1942, through May, 1943, twenty-seven
are definitely war articles.

Journal editorials have been directed
toward the same objective. Topics dis
cussed in the current fiscal year include
Audits under Army Contracts; Progress
in Renegotiation; Termination of War
Contracts; Omission of Physical Inven
tories in War Plants; Accountants in Gov
ernment Service; Accountants and Salary
Stabilization; Accounting Manpower; Ac
countants under Selective Service. Out of
sixty-two editorials published from Sep
tember through May, thirty-two are war
editorials.
Other sections of The Journal, also,
have contributed to the war program. In
the department entitled “Official Decisions
and Releases” (formerly “Findings and
Opinions”), The Journal has presented
for its readers official texts or excerpts
from public documents including a War
Department Memorandum on Adminis
trative Audit of Cost-Plus-a-Fixed-Fee
Contracts; Cost Interpretations Applicable
to Audits of Cost-Plus-a-Fixed-Fee Sup
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ply Contracts, issued by the Fiscal Divi
sion of the War Department; the War
Department’s Industrial Property Ac
counting Manual; the Truman committee
report; Activity and Occupation Bulletin
No. 35, issued by Selective Service; ord
nance procurement instructions applicable
to administrative audit of termination
claims of fixed-price supply contractors.
On several occasions, through the co
operation of government officials, advance
drafts of important documents have been
made available to The Journal for publi
cation immediately upon their release. The
Journal of Accountancy is recognized by
these officials as an effective medium for
the prompt and widespread dissemination
of information among public accountants
and their clients.
The Journal has continued to inform its
readers of significant developments in fed
eral taxation as they occur. The eight is
sues published since the beginning of the
current fiscal year have included eleven
signed articles on taxes. In response to the
interest which readers have expressed in
tax questions, a new section entitled “The
Tax Clinic,” edited by J. K. Lasser, was
introduced in March. This department is
intended to provide a forum where ac
countants who are acquainted with the
fundamentals of tax law can exchange in
formation, opinions, and experiences. Cor
respondence from readers of “The Tax
Clinic” is especially welcome.
Among the authors of articles published
in The Journal of Accountancy in the past
eight months are twelve certified public
accountants now serving with war agen
cies; eighteen members of the profession
currently engaged in public practice; ac
countants, auditors, and comptrollers of
business corporations; members of school
and college faculties; public officials; at
torneys; and civil engineers. Additional
contributions would be welcome from
those who, at the present time, occupy po
sitions of leadership in the profession—
particularly members of council of the
American Institute and presidents of state
societies of certified public accountants.

Circulation
One way to determine how effectively
The Journal of Accountancy is accom
plishing its wartime task is by analyzing

its circulation. The circulation of The
Journal continues to mount, the total in
March, 1943, being 18,396 against 16,330
for March, 1942—an increase of 12 per
cent. Letters and circulars describing The
Journal have recently been sent to account
ants; company executives; teachers of ac
countancy, finance, and economics—a list
of over 30,000 names. Requests for 1527
student subscription blanks have been re
ceived from 49 colleges as the result of a
special letter to instructors. New student
subscriptions received to date more than
offset the loss of subscribers caused by in
duction of young men from the colleges.
About 54 per cent of Journal subscribers
are public accountants; 16 per cent, cor
poration executives; with the balance con
sisting primarily of students, teachers, and
public officials.
Subject to the regulations of the Board
of Economic Warfare, The Journal of Ac
countancy continues to circulate through
out the world except in Axis and Axiscontrolled countries. Copies of The Jour
nal are sent each month to members of the
Institute serving with the armed forces,
although their dues are waived for the du
ration of the war. About 75 copies are
mailed in care of Army post offices to un
known destinations. Through post ex
changes and USO libraries, The Journal
of Accountancy is available for reading
and reference in 38 army posts throughout
the United States.
It is reasonable to assume that the total
number of persons reading parts of each
issue of The Journal of Accountancy sub
stantially exceeds the number of subscrib
ers. There is no way to determine how
many subscribers refer their copies to
clients or other acquaintances because of
articles or editorial comment which may
be of special interest to them; nor is there
any record of the number of persons con
sulting copies of The Journal which are
available in libraries.
Each month, the editorial staff of The
Journal reviews the contents of the maga
zine to determine which items may be of
interest to persons outside the profession,
including members of congressional com
mittees, Treasury Department officials,
secretaries of chambers of commerce and
trade associations, editors of business and
financial publications. During the current
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fiscal year, more than 10,000 copies of
eighteen Journal articles have been re
printed for distribution to such readers.
Effectiveness of this extra circulation has
been demonstrated by a substantial num
ber of letters from persons to whom re
prints were sent, indicating the usefulness
of the information presented.
Journal Advertising
Advertisers have continued to express
their confidence in The Journal of Ac
countancy as an effective medium for
transmitting their message to members of
the accounting profession. Advertising
revenue for the first eight months of the
fiscal year beginning in September, 1942,
amounted to $12,236—a total considerably
larger than that for the corresponding pe
riod in any previous year and approximate
ly $1000 over the figure for the preceding
year. Due to the curtailment of the manu
facture and sale of business machines, sev
eral manufacturers discontinued Journal
advertising temporarily. Through a con
sistent sales program, based on personal
calls and correspondence, new accounts
have been secured and several substantial
contracts have been signed with new ad
vertisers, including companies in the in
surance and financial fields which had not
previously advertised in The Journal.
These companies have been sold on the
basis of the importance and timeliness of
the editorial content of the magazine and
the quality of its readers. With respect to
the number of readers, of course, The
Journal cannot compete with general busi
ness publications of wide circulation.
The annual trip of the business man
ager to midwestern cities was omitted this
year in keeping with wartime travel re
strictions. Instead, advertisers were con
tacted by long-distance telephone regard
ing renewal of contracts—a plan which
proved both economical and successful.
Letters of appreciation have been re
ceived from the Treasury Department and
the Red Cross for advertising space con
tributed by The Journal in recent issues.

Journal Questionnaire
In order to learn how well The Journal
is doing the job for which it is intended,
and how it might do a better job, a simple
questionnaire was sent to approximately
500 subscribers late in December. Each of
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these subscribers was asked to rate seven
types of Journal articles, described in the
questionnaire, in the order of their impor
tance and usefulness to him. More than
300 replies were received from partners of
large and small accounting firms, their
staff members, and independent practition
ers throughout the United States; presi
dents of state societies of public account
ants; teachers of accounting; and cor
porate executives. This is an unusually
high percentage of replies. A number of
subscribers explained and supplemented
their answers by letters. Analysis of all
replies indicates that articles on taxation
are ranked in first place by a representa
tive cross section of Journal readers; ac
counting theory and financial-statement
presentation, second; special accounting
problems arising from wartime conditions,
third; accounting systems (including cost
systems and internal control), fourth; au
diting procedure, fifth; professional prob
lems (including legislation, examinations,
and ethics), sixth; and accounting for par
ticular industries, seventh.
Comparison of contents of The Journal
in the current fiscal year with preferences
of subscribers, as indicated by the ques
tionnaire, suggests a rather high degree of
correlation. A substantial proportion of
the pages have been devoted to discussions
of taxation, accounting theory and finan
cial statements, and wartime accounting
problems.
One significant conclusion drawn from
the survey is that articles relating exclu
sively to specialized accounting or auditing
problems of a particular industry are
rarely justified, especially in a period when
there is so much material of more general
interest to be published.
The Certified Public Accountant
The Certified Public Accountant reaches
all Institute members and about 300 non
member subscribers on or about the fif
teenth of each month. Since The Journal
of Accountancy is placed in the mails on
or about the first day of each month, the
Institute has an established medium of
communication with its members and
others concerned with the progress of the
profession every two weeks. Thus, it has
been possible to report promptly in Insti
tute publications information about impor
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tant wartime developments such as modi
fications of government regulations affect
ing accounting and auditing procedures;
changes in policies applicable to the ration
ing of gasoline and tires or interpretations
of such policies; and revisions in Selective
Service procedure applicable to account
ants.
One of the primary functions of The
Certified Public Accountant is to keep
members of the Institute informed about
current activities undertaken on their be
half by officers, committees, and the Insti
tute staff. This information, the editors
believe, is constantly becoming more useful
as Institute activities continue to expand
in response to the demands of increasing
membership and a rapidly developing pro
fession.

Annual Meeting Proceedings
Early in November, 1942, one month
after the fifty-ninth annual meeting, the
Institute published a 182-page paper-bound
volume entitled “Wartime Accounting,”
containing the complete texts of all papers
presented on that occasion. A copy of this
publication, the fifth in a series of annual
meeting proceedings, was sent without
charge to every Institute member and as
sociate.
Sale of more than 5200 additional copies
at a price of one dollar has produced reve
nue which exceeds the production and
mailing cost of the entire edition by $1,677.

Yearbook
Shortly before April 1, 1943, the Insti
tute distributed to all members and asso
ciates, without charge, the 1942 edition of
its Yearbook. This 364-page cloth-bound
volume includes alphabetical and geo
graphical lists of members and associates;
committee reports to council at its spring
and annual meetings in 1942; rules of pro
fessional conduct and by-laws of the Insti
tute; names of Institute officers, members
of council, and members of committees. As
a record of Institute activities in these
critical times, parts of the Yearbook de
serve careful reading. Other sections are
useful for reference purposes.

Wartime Problems
The exigencies of war, which have cre
ated greater opportunities and responsibili
ties for Institute publications, have also

produced obstacles which make the fulfill
ment of these responsibilities increasingly
difficult. Paper, which is literally the back
bone of the printed page, has become a
strategic war material and, as such, the
available supply is inadequate to meet all
wartime demands.
The War Production Board’s Limita
tion Order L-244, as amended March 26,
1943, freezes the tonnage of paper which
may be consumed by publications such as
The Journal of Accountancy and The Cer
tified Public Accountant in any quarter of
the calendar year beginning March 31,
1943, at the weight used in the correspond
ing calendar quarter of 1942 or at 25 per
cent of the weight used during the calendar
year, 1942, whichever is greater. (This
summary of the order disregards certain
exceptions and adjustments.)
This order creates a difficult problem
for publications which, like The Journal
of Accountancy, have increased their cir
culation substantially in the past year.
Such restrictions, however, had been an
ticipated. Basically, there are two possible
solutions: (1) reducing the number of
pages in each issue of The Journal; (2)
reducing the weight of the paper on which
The Journal is printed. If the first alter
native were adopted, and if circulation
could be frozen at the present level during
the next year—which is, obviously, unde
sirable—it would be necessary to reduce
the size of each issue, on the average, by
at least eight pages. Smaller Journals, it
is believed, would deprive readers of much
useful information which cannot readily
be secured elsewhere. The committee,
therefore, has approved the substitution of
a lighter weight of paper which will re
semble the present stock in appearance and
on which the printed text will be equally
legible.
It is not proposed to limit the circulation
of The Journal of Accountancy by placing
restrictions on new subscriptions. The
number of copies printed each month, how
ever, will be confined to those required to
supply the subscription list plus a limited
supply for additional sales. Subscribers
who desire back copies should order them
promptly. Magazines for September and
October, 1942, and for January and
March, 1943, are already out of print.
The Certified Public Accountant is sub
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ject to the same restrictions with respect
to the consumption of paper. Beginning
with the April issue, text replaced titles
on the front cover of this bulletin. Future
issues may contain fewer pages, and less
significant items may be condensed or omit
ted.
Never in the history of the profession
has there been a period when problems en
countered in issuing publications and in
maintaining editorial standards were as
many or as complex. At no time has the
need for such publications as a means of

disseminating important and timely infor
mation, both within and outside the pro
fession, been more urgent. The Institute,
of course, is glad to cooperate with the
government in effecting any procedures de
signed to hasten victory. It is believed that
wartime restrictions will not impair the
usefulness of Institute publications to
members and subscribers.
Respectfully submitted,
Frederick H. Hurdman, Chairman
April 23, 1943

ANNUAL REPORT

To

the Council of the
American Institute of Accountants:

Gentlemen : The first wartime report
submitted by this committee to the council
in May, 1942, expressed apprehension
about the effect of the war upon Institute
publications. Although some of the diffi
culties we feared have since materialized,
efforts to overcome them have been rea
sonably successful. It is confidently ex
pected that these publications will continue
to fulfill their responsibility to the account
ing profession throughout the war, and in
the postwar period which may introduce
many new problems for accountants.
Paper
The War Production Board’s Limita
tion Order L-244 as amended, subject to
certain exceptions and adjustments, freezes
the tonnage of paper which may be con
sumed by publications such as The Journal
of Accountancy and The Certified Public
Accountant in any quarter of the calendar
year beginning April 1, 1943, at the weight
used in the corresponding calendar quar
ter of 1942 or at one-quarter of the total
weight used during the calendar year 1942,
whichever is greater. These restrictions
create difficult problems for publications
which, like The Journal, have recently ex
perienced substantial increases in circula
tion.
To comply with government require
ments, a lighter weight of paper has been
substituted for both editorial and adver
tising pages. By decreasing slightly the
width of the margins on editorial pages,
beginning with the November, 1943, issue,

it will be possible to include more text ma
terial in 88 pages than was formerly con
tained in 96 pages, without reducing the
size of the type. These adjustments, it is
believed, will not affect materially the ap
pearance of The Journal nor its legibility.
If further restrictions upon the paper sup
ply occur, other adjustments can be ef
fected without seriously impairing the use
fulness of Institute publications.
War Articles

The primary purpose of The Journal of
Accountancy in these war years is to pro
vide for members of the profession infor
mation, not readily available elsewhere,
which will help them to make their maxi
mum contribution to the welfare of the
nation. Two-thirds of the articles pub
lished in the past five months were war
articles. Several others referred to changes
in federal taxation, government regula
tion, and other developments related to the
war. Editorials have discussed the status
of accountants under Selective Service,
auditing requirements of the War and
Navy Departments, and maintenance of
auditing standards under war conditions.
Circulation

Circulation of the August, 1943, issue
of The Journal was 19,869, compared with
16,852 in August, 1942. This is an increase
of 3,017 copies, or about 17 per cent for
the year, and an increase of approximately
100 per cent since 1937. Non-member sub
scribers on August 31, 1943, totaled 12,732,
compared with 10,399 a year earlier—a
gain of 22 per cent. Circulation in recent
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months has been restricted by paper quo
tas, which have the effect of placing a
ceiling upon the number of copies printed.
All issues appearing from January through
September, 1943, were exhausted within
a few days after the publication date. Sub
stitution of lighter weight paper permits
increased circulation.
Advertising
Revenue from advertising in The Jour
nal of Accountancy for the fiscal year
ended August 31, 1943, totaled $18,160,
compared with $15,480 for the preceding
year—an increase of 17 per cent. Several
newr accounts have been secured during the
past year and a continued increase in ad
vertising revenue is expected. Practically
all advertising is obtained under long-term
contracts. The business manager is con
stantly in communication with present and
prospective advertisers, and with advertis
ing agencies, through personal interviews
and correspondence.
Reprints
More than 9,700 copies of fifteen ar
ticles and editorials published in the past
five issues of The Journal of Accountancy
have been reprinted and distributed to
government officials; members of Con
gress; officers of professional, civic, and
trade associations; editors of business
periodicals and daily newspapers; and to
the authors. Journal articles have been
reprinted, by permission, in other publi
cations and discussed editorially in news
papers and magazines.
The Certified Public Accountant
The Certified Public Accountant con
tinues to circulate monthly among all In
stitute members and associates, and about
500 additional subscribers. Its primary
function is to inform members concerning
the activities of their national professional
society, state societies, and individual cer
tified public accountants. Because of cur
rent restrictions on the supply of paper,
the text is confined to a concise presenta
tion of the most important news. In con

junction with The Journal of Accountancy,
this bulletin provides a medium of com
munication between the Institute and its
members every fortnight.

Annual Meeting Proceedings
The customary volume of proceedings,
including the complete text of all papers
presented at the 1943 annual meeting of
the Institute, will be published this year.
Each member and associate will receive
one copy without charge. Additional copies
may be purchased at a price of one dollar.
Sales of Books
Revenue from the sale of books is
diminishing. In the fiscal year ended Au
gust 31, 1943, a total of 5,232 volumes
were sold, producing revenue of $9,717,
compared with $11,197 for the preceding
year. The American Institute Publishing
Company has issued no texts since 1938
with the exception of unofficial answer to
examination questions, The Journal of
Accountancy Index, and Institute year
books. A number of earlier publications
are now out print.
The chairman takes this opportunity to
express appreciation for the time and in
terest which members of the committee
have devoted to its activities during the
past year. In addition, the committee
wishes to acknowledge the continued as
sistance and cooperation of the managing
editor of The Journal of Accountancy,
John L. Carey, and his staff. Thanks are
due, also, to editors of the various de
partments appearing regularly in The
Journal; to Institute members and others
who have contributed articles, communi
cations, or comments; and to all who have
expressed an opinion on the contents or
appearance of Institute publications.
Respectfully submitted,

Frederick H. Hurdman, Chairman
I. Russell Bush
Percy R. Everett
Albert E. Hunter
Alan P. L. Prest
October 6, 1943
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Reports of the Committee on Public Information
MIDYEAR REPORT

To the Council of the
American Institute of Accountants :
Gentlemen : Activities of the American
Institute in connection with the war pro
gram and its relations with agencies in
Washington have been the main points of
interest in the public-information program
since the last annual meeting of the Insti
tute. These activities have resulted in in
creasing recognition of the American In
stitute by the press as a reliable source of
news relating to the part of business in the
war effort.
Of immediate interest in this connec
tion is the recently completed series of
Wartime Accounting Conferences, initi
ated by the staff of the Institute, and con
ducted by state societies or state society
chapters in seven important war produc
tion centers, namely, Boston, Philadelphia,
Baltimore, Atlanta, Memphis, Detroit, and
Indianapolis. The purpose of these confer
ences was to afford to members of the ac
countancy profession, and to financial and
accounting executives of war production
companies, an opportunity to hear and to
discuss authoritative papers on taxation,
and accounting and auditing problems aris
ing out of the war.
The speakers at all seven conferences
were five officers and representatives of the
American Institute. These speakers and
their subjects were: George S. Olive,
president—“The Fifth Freedom”; George
P. Ellis, vice-president—“Auditing under
War Conditions”; Victor H. Stempf, vicepresident—“War Contracts, Costs and
Profits”; C. Oliver Wellington, past presi
dent— “Financial Statements in War
time”; J. A. Phillips, chairman, committee
on federal taxation—“Taxation and War.”
As part of the conference plan, radio
broadcasts by the president of the Insti
tute and prominent citizens of the several
communities were arranged in three of the
seven cities. All press and publicity ar
rangements were made by the staff of the
Institute. The press result was a total of
15% columns in the newspapers of the
seven cities. News releases on the opening
meeting in Boston were sent out by the

Associated Press and the United Press.
Total attendance at the seven conferences
was 1,853.
While the five Institute speakers were
making this trip a special luncheon was
held by St. Louis Chapter of the Missouri
Society of Certified Public Accountants.
The attendance at this luncheon, addressed
by Messrs. Olive and Stempf, was 126.
One of the objectives of the Institute’s
committee on public information and the
staff, since a formal public information
program was undertaken in 1937, has been
to develop among editors of newspapers
and business and other publications an ac
quaintance with the American Institute as
a source of much news bearing on the ac
tivities of industry and business and of the
government as it relates to these. Steady
progress has been made in this direction.
It is interesting to know that in the month
of March calls were received twice from
Business Week, once from the New York
Times, three times from the New York
Journal of Commerce, and once from the
New York Herald-Tribune for informa
tion relating to business news matters. In
every instance the information requested
was given promptly.
In preparation for the coming annual
meeting of the American Institute, the
staff already has sent out one short ad
vance news story. It is now making early
plans for publicity arrangements at the
annual meeting.
News released by the Institute includes
relations of accountancy to the war effort;
pronouncements of technical committees
on subjects of wide interest; activities of
the committee on federal taxation. The
Institute has released to the press of the
national capital and of important news
centers, news memoranda relating to state
ments and other presentations of Institute
committee members and chairmen before
committees of the United States Senate
and House of Representatives.
The Institute’s staff operates at all times
a simple but effective liaison system by
which all activities of the organization
which might have public relations or pub
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licity interest are promptly acted upon.
This liaison plan extends to include ad
vance information of interesting articles,
editorials, or other material to appear in

The Journal of Accountancy
In regard to The Journal of Account
ancy, it can be reported that the interest
of the staff extends not only to possible
news interest lying in published material,
but also to the public relations interest
attaching to many articles and other fea
tures in the magazine. It is a matter of
routine to call to the attention of govern
mental, trade association, professional
group and other executives and members
items in The Journal of Accountancy
which hold public interest and significance
for them. A number of these special mail
ings have resulted in interesting and worth
while additional outside contacts for the
American Institute. Special items called to
the attention of persons outside the pro
fession, notably to the attention of Sena
tors and Representatives, have resulted in
many letters extending beyond the limits
of mere polite acknowledgments. There
have been a number of cases in which offi
cials and members of both houses have
taken the trouble to dictate lengthy com
munications, indicating that they had not
only read with interest the items sent to
them but have also felt the cooperation and
interest of the American Institute of suffi
cient importance to acknowledge at length.
One of the most useful and successful
agencies in the public information program
is the speakers’ bureau. The deliberate pur
pose in establishing this department was to
bring about the appearance of a maximum
number of representatives of the account
ancy profession as public speakers, par
ticularly at meetings, conventions, and
conferences of outside groups. A total of
51 engagements for members of the pro
fession as speakers before outside organi
zations (not including state societies) has
been secured since the work started.
It is also the custom to send to the home
town newspapers of newly elected mem
bers and associates brief news dispatches
announcing their election.
The Institute releases public announce
ments of the winners of the gold and silver
medals under the terms of the Elijah Watt
Sells awards. Almost without exception, it

has been found that newspapers receiving
these announcements have printed them,
in some cases with pictures.
The staff has continued its interest in
the public relations and publicity activities
and requirements of the various state so
cieties, and the Institute has contributed
substantially to the notable increase in the
volume of news and picture publicity be
ing secured by state societies.
. The Institute staff continues to operate
the information clearing house.
Among the latest news releases to be
sent out from the Institute office was one
relating to the appointment of the six war
activities committees, which received con
siderable attention from the press.
Distribution of the four public informa
tion pamphlets continues. In view of in
creased interest in the war effort, there
has been a falling off in demand for the
public information pamphlets, though it
can be reported that last month one order
for 3500 copies of the leaflet “Please Check
Your Account” was received. In view of
the general war situation, the present pub
lic relations policy of the Institute is to
consider no further publication of new
public information pamphlets until some
time in the future. Circulation totals for
the four so far are 971,962.
One special opportunity for publicity
and public relations which is watched at all
times is concerned with the activities of
officers, committee chairmen, and other
representatives of the Institute. The staff
has on file a large collection of news pho
tographs and constantly is sending these
out in connection with public appearances
of leading representatives of the organiza
tion. Wherever opportunity presents it
self, the staff sends out also abstracts of
addresses presented by officers and other
representatives of the American Institute.
It is significant to know that study of
clippings received in the Institute offices
from newspapers indicates that news relat
ing to accountancy has appeared in news
papers in every state in the Union and a
number of times in every important city
in the United States. No accurate count
could be made without great difficulty, but
it can be safely estimated that news items
originating in the American Institute of
fices have appeared in more than 500 cities
in the United States. It would be impos
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sible to find any important newspaper any
where in the country which has not pub
lished at least one news release sent out
by the Institute.

Respectfully submitted,
Victor H. Stempf, Chairman
May 3, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants :

Gentlemen : Continued contact with
the daily and business press; cooperation
with state societies in their meeting
and publicity problems; operation of the
speakers’ bureau and information clearing
house; and release of news relating to the
activities of the Institute, its officers and
committees, continue to be the major items
in the public relations program.
Under the heading of relations with the
press, your committee can report a recent
successful example of public relations
wrork accomplished on behalf of the pro
fession. In this case, the daily newspapers
forming an important national chain pub
lished an editorial on taxation which im
plied that accountants favor complicated
tax laws on the ground that they make
more work for the profession.
Upon appearance of this editorial in a
New York newspaper affiliated with the
chain, the Institute’s staff, with the ap
proval of your committee, lodged prompt
and vigorous protest with the publishers.
Copies of the protest and evidence proving
the profession has always favored and
worked for simplification of tax laws were
sent to the chief editors of the nineteen
papers forming the chain, and to presidents
of state societies in states where papers
of the chain are published.
Public relations resources of individual
state societies were brought into play in
this situation. Using the material sent out
by the Institute as a basis for their pro
tests, several societies approached editors
of papers in their states which had pub
lished the offending editorial. In the Insti
tute correspondence and in the protests of
the state societies, care was taken to pre
sent the answer of the profession in tem
perate and reasoned language.
The result of this organized protest was
a general editorial issued by the headquar
ters of the publishing organization to the

chief editors of all of its member papers.
This editorial, entitled “Apology and Sug
gestion,” retracted what the earlier edi
torial had said and, as part of its text,
quoted the American Institute’s letter of
protest. It can be said that, through prompt
action taken by the Institute, the state so
cieties, and many individual practitioners
who also sent letters to editors, the pro
fession definitely gains rather than loses
in this experience.
It is worthy of note that the news ac
tivities of the public relations program are
resulting in an increased number of edi
torials in important newspapers relating
to the American Institute and its activities.
Notable examples of editorials thus pub
lished are, first, the apology referred to
above; one entitled “Relief for Small Busi
ness,” published in the New York Journal
of Commerce and based on an article by
Maurice H. Stans which appeared in The
Journal of Accountancy [September, 1943];
another editorial in the same daily paper
and based on a public statement by the
chairman of the Institute’s committee on
federal taxation; another based on an
article in The Journal of Accountancy
[September, 1943] by Walter A. Cooper on
the subject of “An Integrated Plan for
Postwar Reserve Allowances.”
Others have included comment on an
editorial on postwar planning published in
The Journal of Accountancy, and one on
an article on the subject of tax reform,
also printed in The Journal. That publica
tion also presented an article on the part
accountancy can play in world peace which
resulted in publication in the Providence
(R. I.) Journal of the full text of the
article, a cartoon suggested by it, and an
editorial.
The texts of the above editorials and
articles in The Journal of Accountancy
were widely distributed by the public re
lations staff. The mailing lists included
newspaper chief editors; the editors of
business publications; trade, industrial,
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management, and other organizations;
members of congressional committees and,
in the case of the editorial on postwar
planning, all members of the United States
Senate and House of Representatives; gov
ernors of states; departments and bureaus
of the United States government; and
others. In the case of the reprint of the
article by Mr. Stans, 500 copies were dis
tributed by the Smaller War Plants Cor
poration to its field force. The chairman of
the committee on government finance of
the National Association of Manufactur
ers distributed copies of Mr. Cooper’s
article to the members of that NAM com
mittee.
One of the expected results of the Amer
ican Institute public relations program is
that constant release of interesting news
relating to the profession will serve to in
crease the number of items about account
ancy which do not directly come from the
Institute, but which reflect acceptance of
accountancy as a source of news. In this
connection, it is interesting to note that in
one recent issue of the New York Times
certified public accountants were featured
in four news items. One of these was re
leased by the New York State Society to
announce installation of its new president.
The others had to do, respectively, with the
appointment of a certified public account
ant as a member of the committee on prac
tice of the Treasury Department, quoting
of a certified public accountant in a state
ment on postwar reconstruction, and refer
ence to a public address by a certified pub
lic accountant now with the Army.
The public relations department has co
operated with state society groups in a
number of important meetings. Advance
publicity material relating to representa

tives of the Institute appearing as speak
ers at the recent annual meeting of the
Ohio Society of Certified Public Account
ants was sent out. Advance material mailed
by the Institute staff also related to ap
pearance of Institute officers or members
as speakers at the annual or other meet
ings or sessions of the Pennsylvania Insti
tute of Certified Public Accountants; In
ternational Cost Conference of the Na
tional Association of Cost Accountants;
the North Carolina Association; the Do
minion Association of Chartered Account
ants; the Colorado, California, Texas, and
Mississippi societies; the Northwest War
time Accounting Conference; Milwaukee
chapter of the Wisconsin Society; Annual
Institute of Accounting of the Ohio State
University; and other events.
The staff of the Institute has sent out
several advance news releases relating to
the annual meeting, these including news
accounts of individual nominations to local
papers; a general news announcement of
nominations for the presidency and other
officers; a general news summary of the
meeting program; announcement of the
winners of the Elijah Watt Sells awards.
Plans have been completed for the opera
tions of the press bureau at the annual
meeting.
In the light of activities in the public
relations program since your last meeting,
your committee feels justified in reporting
progress.
Respectfully submitted,

Victor H. Stempf, Chairman
Edward A. Kracke
Saul Levy

October 15, 1943

Reports of the Committee on Public Utility Accounting
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants :

the activities of this committee have been
as follows:

Gentlemen : Continuing in its course
as a liaison between the utility regulatory
commissions and the committees on ac
counting procedure and auditing procedure,

Coöperation with Federal Power
Commission
The executive committee, in its war
program, requested our committee not to
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initiate any activities but to consider only
such specific problems as were submitted.
The Secretary of the Institute wrote a
letter to the Federal Power Commission
offering the assistance of our committee.
The reply stated that there were no pres
ent problems justifying the assistance of
the Institute.
Amendments to Regulation S-X
Each member of the committee received
from SEC a draft-copy of two new rules
(4-13 and 5-02) proposed to be adopted
as amendments to Regulation S-X. The
committee cooperated with the committee
on accounting procedure in constructive
criticism. The two rules, as revised by
SEC and as adopted, effective January 26,
1943, give effect to the criticisms presented
by the Institute’s committees.
Northwestern Electric Company
Appeal
Northwestern Electric Company took
an appeal to the Circuit Court of Appeals
for the Ninth Circuit from an order of the
Federal Power Commission. Counsel for
the respondent (FPC) in a brief dated
November 16, 1942, attempted to justify
the order of the Commission by claiming
that the order accords with established
principles of correct accounting. The tes
timony of the Commission’s own witness,
as quoted in that brief, stated that the
treatment ordered by FPC was called for
by a policy and not by an accounting prin
ciple.
The matter came before this committee
by reference from the committee on ac
counting procedure. A letter was drafted
for the purposes of calling to the atten
tion of the Chairman of the Commission
the contradictions in the brief prepared
by the Commission’s counsel and of ex
pressing the concern of the Institute over
the inaccurate use of the phrase “ac
cepted accounting principles.” The mem
bers of our committee who had a client
relationship to the case at bar refrained
from participating in committee action.
The letter, as edited and revised, was sent
to the Chairman of the Commission on
January 19, 1943.
The managing editor of The Journal of
Accountancy sent a courteous note to the
Chairman of the Commission stating that,

because the subject matter was of in
terest to many accountants, the letter
would be published in the February, 1943,
issue of The Journal, and stating also
that the columns of The Journal would
be open to any reply. Soon thereafter, by
long-distance telephone, the editor was
informed that objection was made to the
publication of the letter without the reply
appearing on the same page, and that a
reply could not be made until the appeal
had been argued before the court. Where
upon, as a further courtesy, the editor
ordered that the presses be stopped and
that the pages containing the letter be
omitted from the February issue.

The letter was printed in the March,
1943, issue of The Journal, at pages 261
to 264, inclusive.
On March 12, 1943, A. R. Colbert,
Chief of the Accounts and Finance De
partment of the Public Service Commis
sion of Wisconsin addressed a letter to the
chairman of this committee, commenting
on the letter that had been published in
The Journal. At the same time Mr. Col
bert sent a copy of his letter to the editor
of The Journal, with a strong request
that it be printed. By agreement, the letter
was treated as a letter to the editor and
was printed in the April, 1943, issue of
The Journal, at pages 360 to 363, inclu
sive.

In the May, 1943, issue of The Journal,
at pages 451 and 452, there was printed
a letter to the editor written by George O.
May, which continued the discussion of the
case.
The appeal was decided in favor of the
Commission. A petition for rehearing was
filed, in which counsel for the petitioners
(the electric company) quoted at length
from the letter that had been sent in
January, 1943, to the Chairman of the
Federal Power Commission. The Com
mission’s counsel filed an objection, in
which reference was made to that letter
and in which a quotation was made from
Mr. Colbert’s letter, printed in the April
Journal.
Respectfully submitted,
Henry A. Horne, Chairman

May 8, 1943
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ANNUAL REPORT

To the Council of the
American Institute of Accountants :

Gentlemen : The activities of this com
mittee since the submission of its midyear
report may be summarized as follows:
Northwestern Electric Company
Appeal
Our former report referred to a peti
tion for rehearing which then was pending
before the Circuit Court of Appeals for
the Ninth Circuit. That petition was de
cided against the electric company.
A petition for certiorari was presented
to the Supreme Court of the United States.
Careful consideration was . given by the
legal counsel of the Institute to the de
sirability of filing a brief as amicus curiae.
Counsel decided that the brief should not
be filed at that point.
Revision of System of Accounts for
Telephone Companies
The Federal Communications Commis
sion has proposed a series of amendments
to the Uniform System of Accounts pre
scribed by it for telephone companies.
The proposed amendments were re
ferred to this committee and it was asked
to cooperate thereon with the committee
on accounting procedure. Opinions were
secured by mail from the members of
both committees, a joint meeting of mem
bers of both committees was held in July,
and a subcommittee was appointed, with
membership from both main committees,
to draft a letter for forwarding to the

Commission (FCC) by the chairman of
the committee on accounting procedure.
The letter has been drafted and in due
course it will be mailed.
of NARUC Committee
Depreciation
The Committee on Depreciation of the
National Association of Railroad and
Utilities Commissioners prepared a draft
report for submission to the annual meet
ing of the Association. The Association
asked that the draft report be reviewed by
representatives of the Institute. It was
referred to a committee selected from this
committee and the committee on account
ing procedure. A meeting was held, the
draft report was had under consideration,
and the chairman of the committee on
accounting procedure wrote a letter to the
Chairman of the NARUC committee ex
pressing the conclusions of that meeting.

Draft Report
on

Miscellaneous
The inquiries that have come to the
office of the Institute and have been re
ferred to this committee, for information
or advice, have all been answered.
Respectfully submitted,

Henry A. Horne, Chairman
Harry Boggs
W. M. Coursen
Donald M. Livingston
J. Arthur Marvin
Edward J. Murnane
September 29, 1943

Reports of the Committee on Social Security Act
MIDYEAR REPORT
To the Council of the
American Institute of Accountants :

tend the meeting and others have not
shown any interest.

Gentlemen : As chairman of the com
mittee on social security, I desire to state
that an effort has been made to bring to
gether the members of our committee at
some central point during this month or
June, but up to now it seems that this will
not be possible. Some of the members are
so tied up that they could not possibly at

Theodore L. Koos of the Westinghouse
Electric and Manufacturing Company was
in Baltimore on March 5th and we ar
ranged to have luncheon together, at which
time we discussed matters pertaining to
our committee. I had asked Mr. Koos to
act as secretary of our committee and to
prepare an agenda for the proposed meet
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ing to be held either this month or in June.
Among the matters suggested by him were
the following:
(1) Propose provisions relating to uni
formity of state unemployment com
pensation contribution and wage re
ports
(2) Review of all state laws
(3) Experience rating
(4) Partial unemployment compensation
benefits
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(5) Wage and separation reporting, and
such other matters that might be of
interest to the committee
If it can be arranged, a committee meet
ing will be held and a report made at some
time in the future, so for the present the
only report that I can make is that of
progress.
Respectfully submitted,
Frank A. Shallenberger, Chairman
May 7, 1943

ANNUAL REPORT

To

the Council of the
American Institute of Accountants :
Gentlemen : The members of the com
mittee on the Social Security Act have
found it impracticable to hold a meeting
since it was appointed, due to the geo
graphical representation and to the fact
that each member is carrying heavy sched
ules during the current wartime condi
tions. However, two members of the com
mittee, Messrs. Shallenberger and Koos,
met on March 5th, and discussed in gen
eral terms a program to outline the duties
of the committee and the scope of its func
tions.
Proposed Social Legislation
Although it has been suggested that the
war period is not an appropriate time for
the extension of social legislation, there
has Appeared to be a need for such legis
lation predicated on the fact that basic so
cial reforms are being forced by war con
ditions and therefore, they are a problem
of social security.
Since this committee was appointed,
there has appeared the well-publicized re
port, known as “The Beveridge Report.”
This report was published in England,
November, 1942. Briefly, it proposes that
England guarantees basic subsistence for
all her people.
As its American counterpart, the Na
tional Resources Planning Board prepared
three reports known as “Postwar Plan
and Program,” “Wartime Planning for
War and Postwar,” and “Security, Work,
and Relief Policies.” These reports were
transmitted to the Congress of the United
States, March 10, 1943. The functions of
this Board were terminated in July, 1943,

by Congress in refusing to appropriate
funds for its continuance.
It might be of interest to mention that
America’s Town Meeting of the Air con
sidered it timely to conduct a debate Feb
ruary 11, 1943, on the subject “Should We
Extend Social Security Now?” The affirm
ative side was presented by Mr. Altmeyer,
chairman of the Social Security Board,
and by the Hon. James E. Murray, where
as the negative side was presented by the
president of an insurance company and by
the manager of the insurance department
of a corporation.
On June 3, 1943, Senator Wagner intro
duced a bill in Congress. This bill, if en
acted, would create a “Unified National
Social Insurance System” consisting of the
following:
(1) National system of public employment
offices.
(2) Federal old-age retirement, survivors,
and permanent disability benefits.
(3) Federal unemployment and temporary
disability insurance.
(4) Federal maternity benefits.
(5) A new federal program providing
medical and hospitalization benefits.
(6) A revised and increased social-insur
ance-tax program and trust fund.
(7) A new federal program of aid to
states for general relief.

Scope of Committee’s Functions
It has been the desire of this committee
to act in a capacity to promote study and
discussion of matters of an accounting na
ture relating to social-security taxation and
to make recommendations as a result
thereof. Since such questions as whether
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the social-security program shall be ex
tended are economic and social as well as
political, it is believed that this committee
should avoid becoming involved in issues
of such nature.

Recommendations
Since a meeting of the committee could
not be held, the members have been some
what handicapped in discussing recommen
dations. Through the means of correspond
ence, the views of most of the members
have been expressed.
As a committee, we wish to make a num
ber of recommendations for consideration.
With the exception of the first recommen
dation, if the new committee to be ap
pointed by the incoming president feels
that these recommendations are worthy of
consideration, it is suggested that the rec
ommendations be presented to the Social
Security Board or other governmental
agency.
The recommendations are, as follows:
1. The name of this committee shall be
changed from “committee on Social Se
curity (Act)” to “committee on social se
curity taxation.”
2. A study should be made toward sim
plifying and standardizing the wage data
required by the various federal and state
governmental agencies from employers.
Remarks: At present, an employer pre
pares separate wage data for filing with
various governmental agencies. A sum
mary of these reports is, as follows:
A. Employer’s tax return under Federal
Insurance Contributions Act is required
for filing quarterly with the local Col
lector of Internal Revenue. The regu
lations relating to this return require
the employer to report the amount of
taxable wages paid to each employee
during the current reporting quarter.
Taxable wages are defined as the first
$3,000 of wages paid to an employee
since January 1st of the current year.
Federal Old Age and Survivors’ Insur
ance contributions are calculated at the
rate of one per cent as the employer’s
tax whereas one per cent of taxable
wages paid to each employee is with
held by the employer at the time wages
are paid. The sum of the employer’s
tax and the employee’s tax is remitted
at the time this return is filed with the
local Collector of Internal Revenue.
B. Employer’s contribution reports, to
gether with wage reports, are required

for filing quarterly with state unem
ployment compensation agencies. The
requirements of reporting wages can be
classified into two general groups. In
some states, the wages are required to
be reported on individual wage reports
whereas, in other states, regulations re
quire wages to be reported on “the list
ing method”. The latter method is simi
lar to the reporting of taxable wages on
employer’s tax return under Federal
Insurance Contributions Act.
The various state regulations differ with
respect to the level at which employers
are required to report wages. Wage re
ports are required by the states in one or
more of the following classes:
(1) Taxable wages (wages paid to each
individual up to and including $3,000
for the year).
(2) Total wages.
(3) Total wages, wages in excess of
$3,000, and taxable wages.
(4) Total wages and wages in excess of
$3,000.
(5) Taxable wages and wages in excess of
$3,000.
(6) Total wages and taxable wages.
It is evident that the above mentioned
requirements would impel a company hav
ing employment in many states to seek
standardization.
C. Statement of income tax withheld on
wages (Form W-2). This return pro
vides for the total wages paid to each
employee and the amount of income tax
withheld during the calendar year. In
come-tax regulations require all em
ployers to file a statement of total earn
ings of each individual on the payroll
at any time during the year. These re
turns are to be filed no later than Jan
uary 31st of the following year.
D. State information returns. In states
having an income tax law, employers
are required to report total wages paid
individuals who were employed in those
states during the calendar year.
Any method of coordinating the require
ments of these agencies would greatly re
duce the clerical work entailed in prepar
ing wage data by employers.
After a study has been made, recommen
dations would be in order.
3. A study should be made to standard
ize the reporting of “contributions” and
“wage paid” to the various state unemploy
ment compensation agencies.
Remarks: At the inception of the social
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security system, state agencies were per
mitted to devise their own systems of re
quiring reports from employers. As a nat
ural consequence, the systems were diver
gent in many respects, causing multi-state
employers to be burdened with many types
of requirements. After more than six years
in operation the various systems are still
divergent and no signs of standardization
appear to be in the offing.
4. An employer should be permitted to
provide a reserve to absorb the cost of ad
ditional state unemployment compensation
taxes due to depletion of state reserve
funds arising from benefits paid to individ
uals released from employment after the
war emergency. The annual provision to
this reserve shall be allowed as a tax de
duction on the corporation income and ex
cess-profits-tax return by amendment to
the Internal Revenue Code, provided, how
ever, that the taxpayer submits evidence
of having invested the full amount of the
annual provision in appropriate interest
bearing government securities made avail
able for that purpose.
Remarks: Experience-rating provisions
of the various state unemployment com
pensation laws effect a tax saving for an
employer who has had stable employment
experience for a number of years. The tax
savings are automatically eliminated if an
employer’s employment experience after
the war should become unstable by releas
ing a large number of individuals whom he
employed during the war period. The effect
of such releases might cause a penalty rate
to be imposed on such employer since the
state unemployment compensation benefits
paid to his released workers would nat
urally cause a drain on the state reserve
funds.
It is, therefore, natural to assume that
this condition would affect not only a few
employers but most employers in a highlyindustrialized state. Because of the heavy
drain on the reserve fund, a state might
be required to impose a penalty rate in ad
dition to the standard rate of 2.7 per cent.
If such rate is imposed, the taxpayer would
have to absorb the cost of the additional
state unemployment compensation taxes in
a period of low production and in a period
which should not bear this cost. The period
of production that should bear this cost is
the current war period because the tax
payer’s rate has been reduced below the
standard rate of 2.7 per cent on account
of stable employment experience.
The taxpayer should, therefore, be per
mitted to provide out of earnings during a
present period of high production a re
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serve to absorb the additional cost of state
unemployment-compensation taxes which
can be expected at the termination of the
present war period.
The reserve should be the actual tax
saving effected by experience rating, that
is, the amount of difference between the
amount of contributions paid to a state
agency and the contributions at the rate
of 2.7 per cent. Charges to the reserve in
the postwar period should cover only con
tributions paid to state agencies resulting
from penalty rates.
5. Experience rating provisions of every
state unemployment compensation law
should contain a limitation on the privilege
of contributing at a reduced contribution
rate on greatly expanded payrolls.
Remarks: In anticipation of probable
widespread unemployment following ter
mination of the war, this safeguard would
prevent undue depletion of the balance of
the respective state unemployment com
pensation reserves. The limitation shall be
of such a nature to provide a means to
determine normal payroll of an employer
immediately preceding the outbreak of the
present war. For instance, an average of
payrolls for the years 1936 through 1940
would, no doubt, be an equitable average.
The experience rate assigned to an em
ployer shall be computed on this average
payroll. On payrolls in excess of the aver
age payroll, the employer should be re
quired to pay unemployment-compensation
tax at the rate of 2.7 per cent.
6. The Social Security Act should be
amended to eliminate the disallowance of
credit for state contributions whenever a
decision of the Social Security Board is
made to the effect that an independent con
tractor is an employee of the company for
whom the work was performed. This
amendment should also provide that the
adjustment of tax on such employment be
made on the current year’s federal unem
ployment-tax return, eliminating the fil
ing of an amended return for a prior year.
Remarks'. The status of an independent
contractor in relation to the Social Security
Act has caused a great deal of confusion
among employers due to the fact that de
cisions have been made by the Social Se
curity Board to the effect that individuals
engaged as independent contractors are, in
a great number of cases, employees of the
company for whom the work was per
formed. The trend of decisions has been
toward including as many individuals as
legally possible under coverage of the So
cial Security Act.
Employers have encountered from time
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to time problems in connection with en
gaging individuals as independent contrac
tors and have discovered at a later time
that they were employees of the company.
The employers, therefore, were subject to
Social Security taxes on their taxable
wages for the period of employment in
volved. Cases of this nature are usually de
cided upon in a subsequent year or after
the time limit expired for obtaining either
the 90 per cent or the 81 per cent credit
under the Federal Unemployment Tax
Act.
Briefly, this act provides employers
credit for the amount of contributions paid
to state unemployment compensation agen
cies during the year not to exceed 90 per
cent of the federal unemployment tax at
3 per cent. If the contributions are not
paid on or before January 31st of the sub
sequent year, employer is allowed only 81
per cent of the federal unemployment tax.
This credit expires on June 30th of the
subsequent year. Thereafter, an employer
is required to pay the federal unemploy
ment tax at the rate of 3 per cent and no
credit is allowed for payment of state con
tributions.
7. An amendment should be made to
the Social Security Act to eliminate the
payment of contributions to state unem
ployment compensation agencies on earn
ings in excess of $3,000 paid to an indi
vidual employed in more than one state
during a calendar year by the company em
ploying him.
Remarks: The Social Security Act, as
amended in 1939, defines taxable wages as
the first $3,000 paid to an individual in any
calendar year. Similar provisions are con
tained in the unemployment-compensation
laws of the various states. The provision
in these laws causes a problem for an em
ployer who transfers an individual having
earnings in excess of $3,000 during a calen
dar year from one state to another during
a calendar year. The state from which he
was transferred will consider the first
$3,000 paid to the individual in that state
as taxable wages and the state to which he
was transferred will likewise consider the
first $3,000 paid while employed in that
state as taxable wages. As a result, an em
ployer might be required to pay unemploy
ment-compensation taxes on wages paid to
an individual up to $6,000 if he were em
ployed in two states during a calendar
year. The employer is entitled to credit on
the federal unemployment-tax return for
only the contributions on the first $3,000
paid to the individual during the calendar
year.

An illustration is as follows: A com
pany employs an individual at a salary of
$6,000. During the first six months this
individual was employed in the state. of
New Jersey and was transferred to the
state of New York on July 1st. He con
tinued to be employed in New York for
the remainder of the year. His employer is
required to pay contributions to New Jer
sey and New York unemployment-compen
sation agencies on his salary of $6,000. The
employer is entitled only to the credit for
contributions paid the New Jersey unem
ployment-compensation agency on the fed
eral-unemployment-tax return because the
Social Security Act provides for such credit
on the first $3,000 paid an individual.
It appears that an adjustment could be
made on an allocation basis through an
interstate agency. This would effect a con
siderable tax savings to large employers.
8. The Social Security Act should be
amended to eliminate the payment of fed
eral old-age and survivors’ insurance tax,
federal unemployment tax, and state un
employment-compensation taxes on earn
ings in excess of $3,000 paid to an individ
ual employed by more than one company
during a calendar year.
Remarks: The present system of social
security requires an employer to pay fed
eral old-age and survivors’ insurance tax
as well as federal unemployment tax and
state unemployment-compensation taxes on
the first $3,000 paid an individual regard
less of whether this individual had been em
ployed by another company during the cur
rent calendar year and who had total earn
ings in excess of $3,000 for that year. Also,
in such cases, the employer is required to
withhold federal old-age and survivors’
insurance tax on the first $3,000 paid an
individual during the year.
An individual who had been employed
by more than one company during any cal
endar year, is entitled to file a claim for
refund on the withholding of federal oldage and survivors’ insurance tax on wages
in excess of $3,000 paid him by all com
panies employing him during the year. This
claim can be filed by the employee at any
time within two years after the end of the
calendar year. Attached to the claim, the
employee is required to have a copy of
statements of his earnings to be prepared
by each company who employed him. Upon
filing, the employee obtains a refund of the
tax due him from the Collector of Internal
Revenue.
Under the present law, the employing
companies of such individuals have no re
course to obtain a refund of tax on earn
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ings in excess of $3,000 paid him. The total
social-security taxes thereon would be 4
per cent, provided that the employer is not
entitled to experience-rating credit in the
states in which the individual was em
ployed.
It is believed that relief should be had
by each company employing such individ
uals. Perhaps, an allocation basis of ap
portionment according to months could be
provided for at the time the individual files
his claim for refund.
General
This committee believes that an effec
tive program of cooperation with the So
cial Security Board, Interstate Conference
of Employment Security Agencies (an as

sociation of directors of state unemploy
ment-compensation agencies), and other
federal and state governmental agencies
can be initiated and developed by present
ing recommendations on matters of an ac
counting nature relating to social-security
taxation.

Respectfully submitted,
Frank A. Shallenberger, Chairman
Lee V. Brinton
Bryon P. Harris
Theodore L. Koos
Glenn A. Railsback
John Wiseman

October 15, 1943

Reports of the Committee on State Legislation
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen : During the current year,
the legislatures of forty-four states have
been in session. Although a detailed sum
mary of the bills will be presented in the
committee’s report to council in October,
and information concerning new legisla
tion is presented from month to month in
The Certified Public Accountant, the fol
lowing brief summary of bills introduced
is presented:
Number of
States in
which bills
Type of provision or bill
introduced
1. Two-class restrictive bills
5
2. Waiver provisions_________
4
3. Experience-requirement
provisions _________________
1
4. Educational standards___
2
5. Municipal (of interest to
accountants) _____________
10
6. Registration of accountants
for municipal audits_____
2
7. Elimination of time served
by candidates in armed ser
vices in computing time
within which they may be
reëxamined in subjects in
which conditioned__________
1
8. Exemption from annual
registration fees while in
military service __________
9
9. Privileged communications
2
10. Assumed-name provision__
1

The Institute’s office has transmitted to
state society and accountancy board offi
cers, as in the past, daily reports of the
introduction and progress of bills affecting
accountants in the various states.
There are two legislative provisions that
have been brought to the attention of the
committee through bills in the current
legislatures, upon which council may wish
to express an opinion, so that the com
mittee on state legislation may speak there
on with authority when similar provisions
are presented in future legislation.
“Assumed Name” Legislation
At the recent session of the Pennsylvania
legislature, M. J. Root, CPA, member of
the Pennsylvania Institute of Certified
Public Accountants, and a member of the
state legislature, introduced bills which
would prohibit practice as certified public
accountants, public accountants, or au
ditors, of individuals under a firm name
including the names of deceased partners
or persons no longer members of the part
nership. These bills, which were similar
to bills introduced by Mr. Root in the
1935 legislature, failed to pass. Those who
favor such legislation have pointed out
that an unfair advantage is given practi
tioners who are permitted to carry on the
goodwill of practitioners no longer with
the accounting firm. It has also been said
that the public is misled as to the identity
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of partners of accounting firms practicing
under an assumed name. The following
arguments in opposition to such legislation
were made in 1935 by the then chairman
of the committee on state legislation, speak
ing as an individual practitioner who prac
ticed under his own name in the state of
Pennsylvania:
The so-called “assumed name” bills do
not render protection or benefit to the
public. Passage of the bills would make it
necessary for many old, established firms,
both large and small (some with offices
only within the state), to change the name
by which they have been known for many
years. No one is deceived by the use of
firm names containing the names of part
ners no longer living or no longer partners
of the firm, since clients of the firm are
bound to know the individual partners
of the firm with whom they are dealing.
Many of the most reputable accounting
firms, both large and small, would be ad
versely affected by passage of such legis
lation and would be deprived of goodwill
based on ability and integrity maintained
over a long period of years. It is a common
practice for reputable members of the
legal profession to retain in the firm name,
the names of partners no longer with the
legal firm.
“Assumed name” provisions should not
be confused with provisions prohibiting
practice by accountants in corporate form,
to which the Institute has frequently
voiced its opposition. No member or asso
ciate of the Institute may serve as an
officer, director, stockholder, representa
tive or agent of any corporation engaged in
the practice of public accounting.
For the guidance of the committee on
state legislation in dealing with “assumed
name” provisions in the future, the com
mittee requests an official expression from
council.

Certified Municipal Accountant
A bill to provide for creation of a state
board of municipal accounting and issuance
of the title “Certified Municipal Account
ant,” was introduced in the Oklahoma leg
islature. The Oklahoma Society of Certi
fied Public Accountants and the Oklahoma
State Board of Accountancy opposed this
legislation, and the bill was killed.

The Institute’s committee on govern
mental accounting presented a statement
on “Special Accountancy Examinations,”
which was published in the April, 1939,
issue of The Certified Public Accountant.
The committee on governmental account
ing pointed out in its statement that nearly
every type of business presents some special
features which affect the form and content
of the accounts and financial statements
and the scope of the audit. It would be
absurd to require that a certified public
accountant take special examinations in
each of the special fields in which he might
be called upon to serve. It should be
pointed out that in recent years, the In
stitute’s standard examination has in
cluded a problem in municipal accounting
and that over the years the standard ex
amination has contained problems in a
number of specialized fields. The issuance
of numerous specialized accounting certifi
cates is apt to confuse the public and give
rise to legally recognized groups who
might strive to obtain the CPA certificate
without meeting all requirements of the
present CPA laws. In view of these rea
sons, the committee recommends adoption
by council of a resolution in opposition to
special examinations and creation of spe
cial legal titles and licenses for account
ants in specialized fields as contrary to the
fundamental principles underlying the
training of persons for public accounting
and auditing, and to the best interests of
the public.
Model CPA Laws

Over the past few years, the committee
on state legislation has made intensive
studies of the principles of accountancy
legislation. The committee plans to in
corporate those principles which have been
approved by council in drafts of model
non-restrictive and restrictive accountancy
bills, which will be submitted to members
of council prior to the annual meeting,
with the thought that official action might
be taken on the model legislation by coun
cil at the annual meeting in October.

Respectfully submitted,
T. Dwight Williams, Chairman

May 1, 1943
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ANNUAL REPORT
To the Council of the
American Institute of Accountants :

Gentlemen : During the past year the
legislatures of forty-four states have been
in session. A total of thirty-eight account
ancy bills were introduced in the legisla
tures of seventeen states and have been
considered by your committee. The office
of the secretary of the Institute followed
these bills from their introduction in the
legislatures of the several states until dis
position was made of them. It continued
the policy of keeping the members of the
committee, officers of the state societies,
and others interested, informed of the legis
lative developments as they occurred. Ac
cording to the information service main
tained in the office of the Institute sixteen
of these bills were enacted into law.
Retrictive laws were enacted in Georgia,
Illinois, and Missouri. The Georgia law
provides that the continuity of the ex
perience of applicants for certified pub
lic accountant certificates will not be
considered broken by service with the
armed forces of the United States. It also
includes a section providing for privileged
communication under certain conditions.
A new restrictive accountancy law was
enacted in Illinois. Under the new law,
CPA certificates would continue to be
issued on the basis of examination through
the board of examiners. Certificates would
be issued to holders of unrevoked certifi
cates as public accountants in the State
of Illinois who were registered under the
Act of 1927 and who make application
within one year following enactment of
the law. Provision is also made in the law
for accountants who received their certifi
cates of registration as public accountants
on the basis of the regular semiannual
written examination given by the board of
examiners of the Department, who make
application within ten years following the
passage of the act, have been engaged in
public practice for at least ten years, and
who shall successfully pass a written or
oral examination, to be given by a special
board of five examiners to be appointed by
the University.
A law was enacted in New Mexico con
taining a waiver provision and raising the

required grade for passing accountancy
examinations to seventy-five per cent.
In Connecticut a bill was enacted au
thorizing the Tax Commission to ex
amine working papers pertaining to munici
pal audits by independent public account
ants.
The legislatures of Florida, Indiana,
Kansas, Minnesota, Montana, New Mex
ico, and Wisconsin enacted laws provid
ing for exemption from annual registra
tion fees by accountants while in military
service.
In Iowa bills were enacted clarifying
the present law and correcting a gram
matical omission in the definition of “ac
countant.”
A bill was enacted in Oregon providing
for the maintenance of a roster of ac
countants authorized to conduct municipal
audits. .
The following information pertaining to
bills which failed to pass is furnished as an
indication of questions under consideration
by those interested in accountancy legisla
tion in the various states:
A bill was introduced in the Missouri
legislature providing for the creation of
a State Board of Registered Public Ac
countants and the registration of public
accountants.
Two-class restrictive bills were intro
duced in California, Connecticut, and Min
nesota. Bills containing waiver provisions
were introduced in Florida, New Mexico,
and Minnesota. A bill was introduced
in Minnesota providing for the registra
tion of public accountants and for the
creation of a State Board of Registered
Public Accountants. In California a bill
was introduced recognizing work done
while in the employ of a governmental
agency and performed under the supervi
sion of a certified public accountant, as
fulfillment of the experience requirement.
Another bill was introduced in that state
to set up a State Board of Accountancy
composed of four certified public account
ants and three registered public account
ants.
Two bills were introduced in Pennsyl
vania proposing amendments to the present
accountancy law, which would make it
unlawful for any person, individually or
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in a partnership, to practice under an as
sumed name or under the name of a former
associate who is no longer actively asso
ciated with such practice.
In Oklahoma a bill was introduced pro
viding for a State Board of Municipal Ac
countancy and the issuance of certified
municipal accountant certificates.
Your committee believes that the is
suance of special licenses or certificates as
municipal accountants, or any of the other
specialized fields of accounting, are not in
the best interest of either the public or the
profession and proposes that the council
adopt the following resolution:
“Whereas it appears unreasonable and
not in the best interest of the public to
provide for the examination and issuance
of special licenses in the many specialized
fields in which certified public accountants
serve,
“Therefore be it resolved that the
council of the American Institute of Ac
countants opposes as contrary to the fun
damental principles underlying training of
persons for public accounting and auditing
practice, the granting of special examina
tions or the issuance of special licenses for
auditors of a special industry or public
bodies.”
Your committee further believes that the
enactment of legislation containing provi
sions permitting the issuance of certified
public accountant certificates by waiver,
or without proper examination, tends to
destroy the value of the certified public ac
countant certificate not only of the state
issuing the waiver certificate but also those
of other states, and such legislation is con
trary to the best interests of the profession.
Your committee therefore offers the fol
lowing resolution for your consideration,
and recommends that it be adopted:
“Whereas, there is a tendency when
changes are proposed in accountancy laws
for those in various accounting pursuits
to seek waiver of the written examination
to qualify for the certified public account
ant certificate, and
“Whereas all state and territorial ac
countancy laws provide in addition to other
requirements that applicants shall pass a
written examination for the certified public
accountant certificate, and
“Whereas the granting of a certified

public accountant certificate without a writ
ten examination conforming to the stand
ard which has become uniform throughout
the country tends to lower or destroy pub
lic confidence in the certified public accoun
tant certificate, not only locally, but na
tionally, and
“Whereas representatives of commerce,
industry, banking, and government have
testified to the public need for maintaining
high standards for the certified public ac
countant certificate, therefore
“Be it resolved that the council of the
American Institute of Accountants re
affirms its opposition to proposed amend
ments to accountancy laws which would
permit applicants to obtain the certified
public accountant certificate without writ
ten examination.”
We present with this report drafts of
model restrictive and non-restrictive ac
countancy bills and ask that these be ac
cepted for what they are, that is, pre
liminary drafts of model bills. We suggest
that these drafts be circulated for review
and criticism among the state society presi
dents, members of state boards of account
ancy, and the board of examiners of the
Institute, with the view of presenting re
vised drafts to the council at the spring
meeting in 1944.
Respectfully submitted,

T. Dwight Williams, Chairman
James L. Benson
F. Tillman Brownne
Gilbert F. Dukes
George H. Emery
Samuel W. Eskew
Ellsworth Fulk
Brooks Geoghegan
Don S. Griffith
James E. Hammond
Lyle W. Hines
Roland B. Keays
Procter H. Kerr
Theodore Krohn
Carl W. Lutz
C. F. Milledge
Spencer Over
J. Carle Parry, Jr.
Weldon Powell
Dick D. Quin
Anthony J. Yocis
October 6, 1943
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Reports of Committee on Technical Sessions
MIDYEAR REPORT
To the Council of the
American Institute of Accountants :

Gentlemen : In addition to several in
formal conferences between individual
members of this committee and the staff of
the American Institute of Accountants, a
formal committee meeting was held at the
Detroit Athletic Club, Detroit, Michigan,
on Sunday, April 4th. The following were
present: Messrs. Carey, Winton, Russell,
Stans, and Gilman.
At this meeting the committee, aided by
the Institute staff, developed the following
tentative outline for the 56th annual meet
ing of the American Institute of Account
ants to be held at the Waldorf-Astoria
Hotel, New York City, from October 18
through 21, 1943:
Monday (Oct. 18)
Group meetings. (Council, Account
ancy Examiners, Advisory Council
of State Society Presidents, etc.)

Tuesday (Oct. 19)
Morning:
Business session.
(This is the only business session
which has been provided to take
care of elections, selection of meet
ing place, by-law amendments, etc.)
Afternoon: Postwar Planning.
Address on “War Economy and Post
war Planning.”
Paper on “Postwar Financing of
Business.”
Paper on “Accounting Practice after
the War.”
Paper on “Cost Accounting in Rela
tion to Profits after the War.”
(Victor H. Stempf, of Touche,
Niven & Co., New York, has ac
cepted the chairmanship of this
meeting and a tentative list of
speakers has been agreed upon.)
Evening: Problems of Wartime Practice
of Accounting.
Paper on “Selective Service.”
Paper on “Wages and Hours.”
Paper on “Limitation or Expansion
of Accounting Services.”
Paper on “Staff Replacements and
Staff Training.”

Paper on “Provisions for Staff Mem
bers in Military Service.”
(The chairman for this session yet
to be appointed. The session itself
is to be devoted to operating prob
lems of professional practice and,
in so far as possible, will be pre
sented according to the case
method.)

Wednesday (Oct. 20)
Morning: Presentation of Financial
Statements.
Paper on “Problems of Presentation
Created by Taxation.”
Paper on “Problems of Presentation
Created by the War.”
Paper on “Presentation from the
Viewpoints of Classifications and
Sequences.”
(Norman J. Lenhart, of Lybrand,
Ross Bros. & Montgomery, New
York, has consented to serve as
chairman of this meeting. A tenta
tive list of speakers has been pre
pared.)
Afternoon: War Contract Problems.
Paper on “Termination Procedures.”
Paper on “Target Clause Contracts.”
Paper on “Unbilled Costs and Inven
tories.”
Paper on “Differences in Cost Defini
tions.”
Paper on “Salaries Paid by War Con
tractors.”
Paper on “Specific Auditing Prob
lems.”
Paper on “Initial Expenses and Losses
on Fixed-Price Contracts.”
(George D. Bailey, of Ernst &
Ernst, Detroit, has consented to
serve as chairman of this meeting.
A tentative list of speakers has been
agreed upon.)
Evening: Free.

Thursday (Oct. 21)
Morning: Case Studies in Renegotiation
and 722 Claims.
(This will be a panel session the
outline for which is in process of
preparation.)
Afternoon: Federal Taxes.
Paper on “Pension Plans and Profit
Sharing Trusts.”
Paper on “Estate Planning.”
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Paper on “Carry-back and Carry
forward of Net Losses.”
Paper on “Provisions of the New
Law.”
(Chairmanship to be arranged. A
tentative list of speakers has been
agreed upon.)
Evening: Banquet
(The committee recommends that
one principal speaker be selected
and that the speaker be requested to
talk on some subject of general
rather than specific technical inter
est.)
It will be observed that the pattern of
previous technical sessions has been some
what altered. Round tables, as such, have
been omitted from the program since the
committee believes that this year, particu
larly, professional problems cannot easily

be departmentalized. The question box,
which has heretofore been a popular fea
ture, has also been abandoned in favor of
the Tuesday evening session devoted to
case studies.
Because of the uncertainties of wartime
travel, the committee will to a reasonable
extent confine its selection of speakers to
those who are within easy traveling dis
tance of New York.
Formal approval of the executive com
mittee of the council of the American In
stitute will be sought for the proposed
change which limits the business session to
a single morning.

Respectfully submitted,

Stephen Gilman, Chairman

April 24, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants :
Gentlemen: With but moderate
changes, the tentative program described
in our midyear report was completely or
ganized and printed copies thereof were
distributed to Institute members during
the last week of September.
Your committee’s labors were definitely
lightened by the wholehearted cooperation

of the session chairmen and of the Amer
ican Institute staff.
The experimental reduction in the size
of the committee from five to three mem
bers has been entirely successful. We rec
ommend continuation of this plan.
Respectfully submitted,
Stephen Gilman, Chairman
Donald M. Russell
Maurice H. Stans
October 4, 1943

Report of the Committee on Terminology
ANNUAL REPORT

To

the Council of the
American Institute of Accountants:

Gentlemen : In its report of October,
1942, the terminology committee discussed
the nature of depreciation and outlined the
sort of definition to which its discussion
seemed to point. It deliberately refrained
from any attempt to formulate a defini
tion and, instead, invited comments and
suggestions.
The response to this invitation was less
extensive than had been hoped. However,
the committee received from the chief ac

countant of the Federal Power Commis
sion a criticism of the discussion and a
copy of a definition which was under con
sideration by the National Association of
Railroad and Utilities Commissioners. The
chairman of this committee immediately
offered to publish the proposed definition
with comments, but suggested alternatively
that the Institute should be given an op
portunity to comment on the NARUC
committee’s report as a whole in advance
of its publication. This suggestion was
favorably received by the chairman of the
NARUC committee. In the event, the In
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stitute, in common with other bodies, was
given only the briefest opportunity to
consider the draft report and it was im
possible, in the time of not more than a
week that was allotted, to call a meeting
of either the committee on accounting
procedure or the committee on terminology
to deal formally with the matter. This
committee, therefore, felt that it was de
sirable to continue its own activities in
dependently.
In the September issue of The Journal
of Accountancy, a further attempt to elicit
comments was made through the publica
tion of a suggested definition, criticisms
of which were invited. A considerable num
ber of letters have been received and
various shades of opinion expressed. The
committee particularly desires to acknowl
edge receipt of helpful and constructive
criticism from the chief accountant of the
Securities and Exchange Commission.
The committee believes that the best
procedure would be to take as the initial
subject of definition, “depreciation ac
counting,” and to go on to describe the
various senses in which the words “de
preciate” and “depreciation” are used in
connection with such accounting.
Depreciation accounting is clearly a spe
cial technique (like cost accounting or
accrual accounting). It can be sharply
distinguished from the replacement system,
the retirement system, the retirement
reserve system, and the appraisal system,
all of which have been employed in
American accounting during the last half
century in dealing with the same subject
matter. Depreciation accounting, like ac
crual accounting and cost accounting, may
take one of a number of different forms.
The term is broadly descriptive of a type
of process, not of an individual process,
and only the characteristics which are com
mon to all processes of the type can prop
erly be reflected in a definition thereof.
These common characteristics are, that a
cost or other basic value is allocated to
accounting periods by a rational and
systematic method which, however, does
not attempt to relate the sum allocated to
an accounting period, to either the oc
currences affecting the length of life or
the changes in value of the property with
in the period. Definitions which imply that
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“depreciation for the year” is a measure
ment, expressed in monetary terms, of
the physical deterioration or of the de
cline in value within the year, or, indeed,
of anything that actually occurs within
the period, are unacceptable. The annual
charge is an allocation to the year of a
proportionate part of a total cost or loss
estimated with reference to a longer
period. Depreciation accounting has other
characteristics which, however, it may be
unnecessary to mention in a primary
definition.
Definitions along such lines indicate the
technical usage of the word “depreciation”
in accounting and prepare the way for
further definitions, the most important of
which is, perhaps, the expression “annual
depreciation” or “depreciation for the
year.” The Supreme Court, after defining
depreciation, added: “Annual depreciation
is the loss which takes place in a year.”
This statement is not applicable to the
term “annual depreciation” as used in ac
counting. In that usage, annual deprecia
tion, or depreciation for the year, is the
portion of the estimated total depreciation
that is allocated to the year, and as already
noted, this amount has no necessary rela
tion to either the occurrences within the
year or the changes in value during the
period.

In its last report, this committee said
that the word “depreciation” was some
times used to connote the causes that give
rise to a cost or a loss, but suggested that
its primary use should be to describe the
cost or loss rather than the cause thereof.
An examination of current accounting
literature shows that the words “depre
ciate” and “depreciation” are used in a
variety of senses—thus the word “depre
ciate” is used in a transitive sense to in
dicate that property is dealt with by a
depreciation process rather than by some
other method of accounting, just as “ac
crued” has come to be used in a transitive
sense. “Depreciation” is used to describe
the act of depreciating in the transitive
sense as well as the phenomenon of de
preciating in the intransitive sense. It is
used in the income account to describe a
charge made, or in the balance-sheet to
describe an accumulated balance in respect
of property still carried on the books.
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Questions have been raised as to the
description in a definition of the property
accounts to which depreciation accounting
is applicable. In the definition submitted
for criticism by the research department
the expression “instruments of produc
tion or distribution” was used. Cor
respondents have raised interesting ques
tions on this point. It has been suggested,
for instance, that depreciation accounting
may be applied to a building held for sale.
It may be questioned whether a building
held for sale is a proper subject for de
preciation accounting or whether the treat
ment thereof should not be covered by the
rules governing investments and similar
assets held for sale. In that event the word
“depreciation” would be applicable to it
only in the sense of a fall in value, since
the most approved basis for carrying it
would be cost or market value whichever
is lower. Only so long as the building is
regarded as an instrument of production
or distribution would depreciation account
ing seem to be properly applicable to it.
A number of questions have been raised
regarding the expressions “provision for
depreciation” and “estimated deprecia
tion.” An objection to the expression “pro
vision for depreciation” is that commonly
urged against the use of the word “pro
vision”—that to many it implies that some
thing more has been done to provide for
depreciation than merely to make an ac
counting entry. An objection may be made
to the word “estimated” on the grounds
that it may encourage the belief that the
charge represents an attempt to express in
monetary terms the effect of occurrences
within the year, whereas the charge is only
an allocation of an estimated cost or loss
in respect of a longer period.
Much of the confusion and many of the

misapprehensions that have arisen in re
spect of depreciation accounting would, as
the committee’s report of last year sug
gested, be obviated by the substitution of
some such word as “amortization” for
“depreciation.” The use of the latter word
to describe a fall in value is so widespread
and so well justified by the root meaning
of the word that it is unreasonable to ex
pect that the technical accounting use of
it will result in the complete abandonment
of the use of the word in the popular
sense, even in accounting.

The committee suggests for adoption by
the committee on accounting procedure the
attached definition and comment.
The committee has also given much con
sideration to the use of the terms “current
assets” and “current liabilities.” Wartime
policies, such as that reflected in the V
loan, have created new problems in this
field. At the same time, covenants relating
to the maintenance of net current assets
exist which provide that the amount there
of shall be determined in accordance with
accepted accounting principles; therefore,
changes in practice should not be lightly
made. The committee concluded that the
best approach to the problem would be to
publish an extended discussion of the sub
ject and invite comment thereon. Mr.
Herrick undertook to prepare such a
memorandum, which has now been com
pleted and will appear in an early num
ber of The Journal of Accountancy. The
committee hopes that comments upon this
article will be freely submitted, in which
both the immediate and long-run aspects
of the problem will be considered. It hopes
that in the light of criticism it may be
possible to make specific suggestions in a
later report.

APPENDIX

Depreciation Accounting
Depreciation accounting is a system of
accounting which aims to distribute the
cost or other basic value of tangible capital
assets over the estimated useful life of the
unit (which may be a group of assets) in
a systematic and rational manner. It is a
process of allocation, not of valuation.

Depreciation for the year is the portion of
the total charge under such a system that
is allocated to the year. Although the allo
cation may properly take into account oc
currences during the year, it is not in
tended to be a measurement of the effect
of all such occurrences.
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Note.—This method of accounting may
be contrasted with such systems as the
replacement, the retirement, the retirement
reserve, and the appraisal methods of rec
ognizing the fact that the life of tangible
capital assets is limited.
The words “depreciate” and “deprecia
tion” are used in various ways in connec
tion with depreciation accounting. The
verb is used in a transitive as well as in
an intransitive sense (cf. the use of accrue
in accrual accounting) ; the noun is used
to describe not only, the process but also
a charge resulting from the process or the
accumulated balance of such charges. It

is also used to describe the exhaustion of
life which gives rise to the method of ac
counting.
In all these uses, the meaning of the
word is sharply distinguished from the
sense of “fall in value” in which the word
is employed in common usage and in re
spect of some assets (e.g., marketable se
curities) in accounting.

Respectfully submitted,

George O. May, Chairman
Anson Herrick
Walter A. Staub
October 18, 1943

COMMITTEES ON WAR ACTIVITIES

Reports of the Committee on Accounting and Statistical Reports by Industry
MIDYEAR REPORT

To the Council of the
American Institute of Accountants :
Gentlemen : The committee on ac
counting and statistical reports by industry
has had no meeting since January 28, 1943.
The chairman accepted membership on
an exploratory subcommittee on financial
reporting forms at the request of W. J.
Donald, chairman of the supervisory com
mittee on government questionnaires. This
exploratory subcommittee, of which H. T.
Winton is secretary, held a meeting on
February 26, 1943, at which were present
various members of the committee and
William M. Cooper, economist, Bureau

of the Budget. At this meeting it was
agreed that there were possibilities of
standardizing information called for on
balance-sheets and profit-and-loss state
ments for the use of federal agencies.
Subsequent to that meeting, the Bureau
of the Budget has submitted a preliminary
study as to data now requested by federal
agencies on balance-sheets and profit-andloss statements, and a meeting for con
sideration of this data will be held in the
near future.
Respectfully submitted,

C. Oliver Wellington, Chairman
April 1, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants:
Gentlemen : Since the committee on
accounting and statistical reports by in
dustry reported to council in May, the
committee has held no meeting.
The chairman is a member of the ex
ploratory subcommittee of the advisory
committee on government questionnaires,
a national committee which serves in an
advisory capacity to the Bureau of the
Budget. A meeting of the subcommittee

was held at the offices of the Institute on
May 28th.
There is a definite and unnecessary lack
of uniformity in the financial statements
now being requested by various govern
ment agencies.
The committee believes that the Bureau
of Budget should be supported in its drive
to bring about a standardization in finan
cial statements.
It recommends that a permanent sub
committee be created to advise with the
Bureau of the Budget in the design of
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standard financial statements and to sup
port it in its efforts to obtain acceptance
of the standard statements by the various
government agencies.
That the permanent subcommittee
should include representatives of at least
the following organizations, industries, or
groups:
American Institute of Accountants
Controllers Institute of America
National Association of Cost Accountants
Controllers Congress
Small business representatives
Public utilities
Oil or extractive industry
That the subcommittee be authorized to
explore the relation of standard financial
statements with requirements of specialized
industries, and
That the subcommittee work closely
with the Bureau of the Budget in making
available to the Bureau specialized as
sistance with respect to such problems of
accounting and reporting as they arise.
Subsequent to the meeting the chair
man of the advisory committee on govern

ment questionnaires appointed a perma
nent subcommittee on financial reporting
forms, of which the chairman of the In
stitute’s committee is a member and H. T.
Winton is secretary.
Charles W. Hatter, of Baltimore, and
Wayne Kendrick, of Washington, D. C.,
members of the American Institute of Ac
countants, have been appointed to the ad
visory committee’s subcommittee on ac
counting forms to small business units.
Wayne Kendrick has served as chairman
of this subcommittee which has, to date,
directed most of its attention to OPA re
porting forms and has recommended that
the Bureau of the Budget discourage, so
far as is possible, interim reports for small
business.
Respectfully submitted,
C. Oliver Wellington, Chairman
George Cochrane
Warren W. Nissley

October 11, 1943

Reports of the Committee on Accounting Manpower
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen : For the duration of the
war the most vital problem of most occu
pational groups will be manpower. The
laws and regulations relating to the use
of manpower in the armed forces and else
where are complex. In this report the com
mittee on accounting manpower presents a
statement of what it has done to bring
about consideration of accountants in the
administration of such regulations, and
also a statement of what it believes to be
the important current factors affecting the
utilization of accounting manpower in the
best interests of the nation at war.

What the Committee Has Done
At the time of the annual meeting of the
Institute, word reached its officers that a
revision of Selective Service Occupation
Bulletin No. 10 was under consideration.
As the present committee on accounting
manpower had not then been appointed,
the president and secretary of the Institute

went to Washington to discuss the matter
with appropriate officials of the War Man
power Commission. It was found that “ac
countant” had proved so difficult a term
to define, being used by bookkeepers and
clerks as well as trained and experienced
professional accountants, that the authori
ties had definitely decided to eliminate “ac
countant” from the list of essential occu
pations in Bulletin No. 10. The Institute’s
officers convinced the War Manpower
Commission representatives that some pro
vision should be made for occupational
classification of trained and experienced
professional accountants, with the result
that “certified public accountant” was in
cluded in the list of essential occupations
in Selective Service Occupational Bulletin
No. 43, which dealt with technical, scien
tific and management services. A copy of
this new Bulletin No. 43 was sent to all
members and associates of the Institute on
January 6, 1943.
Following the issuance of the .Executive
Order of December 5th, providing among
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other things that the chairman of the War
Manpower Commission should take all
lawful and appropriate steps to assure that
all hiring and recruitment of workers in
any defense industry or defense area should
be conducted through the United States
Employment Service, and that no employer
should retain in his employ workers whose
services were more urgently needed in any
place designated as more essential by the
chairman of the War Manpower Commis
sion, the Institute committee on account
ing manpower conferred with Paul V. Mc
Nutt, chairman of the Manpower Com
mission on December 21, 1942, in an
effort to secure an interpretation of the
order as applied to professional account
ants. Mr. McNutt stated that the Com
mission did not contemplate drafting,
freezing, or allocating professional work
ers under this order, and that no action
along this line was expected in relation to
accountants. If such action should be nec
essary at a later date, he suggested that
the National Roster of Scientific and Spe
cialized Personnel would probably be the
agency which would deal with professional
accountants, and he suggested that the In
stitute committee confer with officials of
the Roster.
In accordance with this advice, the
chairman of the Institute’s committee and
the secretary of the Institute had several
conferences, in some of which the other
members of the Institute committee par
ticipated, with various officials of the Na
tional Roster of Scientific and Specialized
Personnel, who have displayed an intelli
gent and sympathetic understanding of the
problems with which technical and profes
sional groups are faced under present con
ditions. As a result of the earlier of these
conferences, the Institute’s committee sent
to all members and associates under date
of February 26, 1943, a letter suggesting
that all members and their professional
employees register with the National Ros
ter, which is the principal agency of the
government directly concerned with the
orderly allocation of technical and profes
sional manpower to fulfill essential civilian
and military needs. This letter to the mem
bership also included Selective Service Lo
cal Board Release No. 159, which provides
for the establishment of national commit
tees in scientific and specialized fields, au
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thorized to review affidavits for occupa
tional classification, to advise Selective
Service local boards of their conclusions,
and to appeal from decisions of local
boards.
The Institute committee submitted to
the National Roster a request that such a
national committee be established for ac
countants under authority of Selective Ser
vice Local Board Release No. 159. After
conferences on this question, it was the
conclusion that a necessary preliminary
step to the establishment of such a commit
tee would be a survey of the accounting
profession to determine by statistical evi
dence whether or not a critical shortage
of trained and experienced personnel in
this field existed. Evidence of such a short
age is a condition precedent to the ap
pointment of such a committee, and such
evidence must be more than opinion evi
dence. The existence of the shortage is
known to all practicing accountants but
that knowledge must be translated into
statistical proof.
With the cooperation of the Institute,
the National Roster has drafted a ques
tionnaire for the purpose of such a survey,
and this questionnaire was reviewed and
criticised by the entire Institute committee
at a meeting in Washington, April 27,
1943. Roster officials at that time stated
that the War Manpower Commission had
approved the project and that, subject to
specific approval of the questionnaire form
by the Bureau of the Budget and the War
Manpower Commission, the survey would
probably be undertaken about the middle
of May. If the survey indicates a critical
shortage, it is the hope of your committee
that the next step will be the establishment
of a national committee on accountants,
which will review affidavits for occupa
tional classification (Form 42 or 42A),
will advise local boards of committee con
clusions, and appeal from local board de
cisions when necessary.
In the meantime, Occupational Bulletin
No. 43 was superseded as of March 1,
1943, by Activity and Occupation Bulletin
No. 35, one of a complete new series of
thirty-five bulletins issued in an effort to
present in an orderly and consistent man
ner all the information bearing on occupa
tional classification under Selective Service
which had been issued in earlier occupa
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tional bulletins and local board releases.
Copies of the new Activity and Occupa
tion Bulletin No. 35 were sent to all
members and associates of the Institute
under date of March 24, 1943. This bulle
tin includes “accounting services” (when
supplied to the war-production program
and to activities essential to support of the
war effort) in a list of essential activities,
and also includes “certified public account
ant” in a list of technical, scientific, and
labor-relations services, which are classi
fied as essential occupations. The bulletin
does not, however, state that a shortage
exists in this particular group of occupa
tions, although it does state that a serious
shortage exists in another group of occu
pations in scientific and specialized fields,
also listed in the bulletin as essential. Ac
tivity and Occupation Bulletin No. 35 also
incorporates the provisions of former Lo
cal Board Release No. 159 relating to the
formation of national committees in scien
tific and specialized fields, and contains
new material outlining the function of the
National Roster of Scientific and Special
ized Personnel in advising Selective Ser
vice as to the qualifications of persons reg
istered with the Roster who may be con
sidered for reclassification by Selective
Service local boards.
If the survey conducted by the National
Roster indicates a critical shortage of per
sonnel in the accounting profession, it is
your committee’s hope that Selective Ser
vice National Headquarters will inform
local boards that the shortage is officially
recognized.
The National Roster found that many
persons who did not meet professional
standards had filed with the Roster. The
Institute’s committee was requested to rec
ommend changes in the questionnaire
which might assist the Roster in weeding
out clerical workers and others whose rec
ords should not be included in the National
Roster and to make the recommended
changes in the earlier technical accounting
check list which the Institute had assisted
in drafting in the spring of 1941. A new
technical check list for accountants has
been adopted in which most of the com
mittee’s recommendations have been incor
porated, and which we understand may
serve as a pattern for other professional
groups.

On February 11, 1943, Senator Kilgore
of West Virginia introduced Senate Bill
702, of which the Institute immediately
was informed by its counsel. This bill,
whose purpose is to mobilize the technical
and scientific resources of the nation, con
tains a provision which would authorize
the administrator of the Office of Scien
tific and Technical Mobilization, created
by the bill, to determine, subject to ap
proval of the chairman of the War Man
power Commission, whether occupational
deferments should be granted to persons
engaged in scientific or technical occupa
tions, such determination to be conclusive
upon civilian local boards. The bill, also,
would create the Office of Scientific and
Technical Mobilization and transfer to it
the powers, personnel, and facilities of the
present National Roster of Scientific and
Specialized Personnel. Believing this pro
vision to be desirable, the committee on
accounting manpower, with permission of
the executive committee, appeared before
the Subcommittee on Scientific and Tech
nical Mobilization of the Senate Commit
tee on Military Affairs, April 27, 1943,
and testified in support of this provision.
Copies of the committee’s statement have
been sent to all members of council, and to
state society presidents.
In addition to the activities mentioned
above, consideration has been given to the
effect of the 48-hour week, and the wage
and job-stabilization orders, on the utiliza
tion of accounting manpower, and the best
information and suggestions available have
been transmitted to the membership
through The Certified Public Accountant
and The Journal of Accountancy.

Current Factors Affecting the
Utilization of Accounting
Manpower
Selective Service
It is expected that about August, 1943,
married men with children will become
subject to call for military service. Men
between the ages of 38 and 45 are now
subject to induction whenever the Army
indicates it can utilize them. In these cir
cumstances, it is possible that the account
ing profession could be subjected to such
severe losses of personnel that it would be
unable to continue its essential services to
the war-production program and other ac
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tivities essential to support of the war
effort. Occupational deferment is the only
protection against this possibility.
At present, accounting firms may seek
occupational deferment for their principals
or employees only through local draft
boards, or through the use of replacement
schedules filed with state directors of se
lective service. In filing affidavits with local
draft boards (Form 42 or 42A) careful
study should be given to the provisions
of Local Board Memorandum No. 115, as
amended March 1, 1943, which states the
over-all policies governing occupational
classification, as well as to Activity and
Occupation Bulletin No. 35, which refers
specifically to accounting services and to
certified public accountants. Form 42 or
42A should be accompanied by detailed
statements of the work of the registrant,
including the essential establishments
which he serves, the nature of his work,
an outline of his training and experience,
and evidence of a shortage of persons
with equivalent training and experience,
and of the employer’s inability to replace
him. Failure to submit satisfactory evi
dence on any of these points may result in
denial of a request for occupational classi
fication to one fully entitled thereto under
the applicable law and regulations. The
initial record in each case should be pre
pared in sufficient detail so that in the
event of an appeal no further data need
be submitted. Employers should seek op
portunities to appear before local boards
to discuss individual cases.
Some firms have reported that they have
filed replacement schedules with state di
rectors indicating the degree of essen
tiality of each employee, and the order
in which the employer would prefer that
he be withdrawn. In some cases state di
rectors have approved such schedules and
indicated periods for which each employee
available for military service would be
deferred. Such decisions by the state di
rector are binding on local boards. In filing
a replacement schedule there is no im
plicit representation that the employer
will be able to replace the individuals
named at the expiration of the period of
deferment, but there may be an implied
representation that the employer will re
lease such employees at the end of that
period, and it may be difficult to secure
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additional periods of deferment in the case
of any employee named in a replacement
schedule. The committee is studying this
question at the present time.
If a national committee on accountants
is established under the auspices of the
National Roster of Scientific and Spe
cialized Personnel, your committee be
lieves that the occupational classification
of trained and experienced accountants
actually engaged in essential activities may
be facilitated, because uniform standards
would be applied by an informed and au
thoritative central agency. A similar re
sult might be expected from the enactment
of legislation embodying the provisions of
Senate Bill 702, which have already been
described in this report, or provisions
equivalent thereto.
The question has arisen frequently
whether a professional accountant who is
not a certified public accountant may be
considered for occupational classification,
in view of the fact that Activity and Occu
pation Bulletin No. 35 refers specifically
only to “certified public accountant.” This
question is answered by the following
quotation from Part X, paragraph 3 of
Local Board Memorandum No. 115, as
amended March 1, 1943:
“The fact that the activity or occupa
tion in which a registrant is engaged is not
mentioned in any of the ‘Activity and Oc
cupation Bulletins’ is likewise not conclu
sive and if under the general principles
laid down in this memorandum a regis
trant would nevertheless be entitled to
occupational deferment, he shall be so
classified.”
Use of Accountants in Armed Forces
In any consideration of the problem of
accounting manpower, it must be borne
in mind that within the armed forces there
is a need for enlisted men, non-commis
sioned officers and commissioned officers
with accounting training, and as adjuncts
to the armed forces there is a need for a
considerable number of civilian workers
with accounting training, particularly in
the work of cost auditing and analysis
under procurement contracts and rene
gotiation. A similar need exists in civilian
war agencies such as the Reconstruction
Finance Corporation, F.B.I., etc. War in
dustries and other essential establishments
require the services of an irreducible
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minimum of trained accountants to estab
lish and maintain their cost and financial
records, and their budget, material, and
payroll controls; to perform necessary
auditing; and to prepare tax returns and
other reports to governmental authorities.
There are signs that this irreducible mini
mum has been nearly reached.
Every trained and experienced account
ant, therefore, who is inducted in the Army
and utilized in a capacity which does not
take advantage of his training and ex
perience is a loss to the pool of available
accounting manpower and, in a sense, to
the Army itself. Other trained and ex
perienced accountants must do for the
Army, itself, the job which he could do
if he were utilized in the most advanta
geous manner.
The Adjutant General’s office is re
sponsible for the classification and assign
ment of inductees. In the ordinary course,
accountants are considered eligible with
in the Army for service in Finance and
Quartermaster departments. They are also
assigned as company clerks, payroll clerks,
and to other jobs which require record
keeping, most of which however are of a
nature far simpler than those which they
are competent to do. It does not appear
that the records of the Adjutant Gen
eral’s office are sufficiently informative or
detailed to make it possible to find a
thoroughly competent accountant in the
Army when one is needed for a special
job, such as cost analysis in connection with
renegotiation.
The Institute for about a year has been
in touch with the military-classification
section of the Services of Supply, and,
following conferences at which the arrange
ment was undertaken, has forwarded from
time to time the names of exceptionally
well qualified men who were inducted.
No information is available to indicate
whether or not this information has been
advantageously utilized.
The National Roster of Scientific and
Specialized Personnel has attempted to
aid the assignment of men to tasks par
ticularly suited to their qualifications by
advising the Adjutant General’s office,
when the Roster was in possession of the
necessary information, on the specialized
qualifications of inductees. Until recently,
only a comparatively small number of pro

fessional accountants had registered with
the Roster, and only a few accountants,
therefore, have been the subject of ad
vice of this nature.
Recently, the price adjustment boards
and sections, the Fiscal Branch, Services
of Supply, and other departments have re
quested the Institute to furnish the names
of competent accountants within the ser
vices whose transfers might be arranged
by the division which desired their aid.
Accordingly, a letter was dispatched to
all members of the council of the Institute,
asking for a list of qualified members of
their staffs who had been drafted. Names
obtained were transmitted to the inter
ested department.

48-Hour Week
Administration of the 48-hour-week
order is decentralized. The local adminis
trator must determine whether or not each
establishment in the affected areas is in
compliance. Public accounting firms having
eight or more employees in the affected
areas are covered by the order, in the
opinion of the Institute’s counsel, but may
not be required to extend their work week
to 48 hours if the local administrator is
satisfied that such action would not release
workers, or increase production. Any ac
counting firm within one of the affected
areas which operates on a work week of
less than 48 hours must make application
to the regional manpower authority and
obtain an exemption which will in effect
authorize the course of action taken. Some
professional firms have extended the work
week of their office staffs to the full ex
tent practicable—in one case 42 hours—
but have not attempted to stipulate the
working hours of the professional staff,
which naturally depend on the demands
of clients at different periods of the year,
and it has been reported that local ad
ministrators in some areas have approved
such arrangements. The possibility has
been mentioned unofficially that efforts to
secure occupational classification of em
ployees under Selective Service may be
more difficult if no effort has been made
to extend the work week of the firm in
question.
Wage and Job Stabilization
Members of the Institute generally have
reported little difficulty in securing ap
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proval of the War Labor Board, and the
Salary Stabilization Unit of the Treasury
Department, of salary increases proposed
for individuals who have been reclassified
or have assumed greater responsibilities,
or in accordance with a regular plan or
schedule effective in the past.
The job-stabilization orders issued pur
suant to the President’s “hold-the-line”
order of April 8, 1943, may raise questions
as to the propriety of change of employ
ment by professional accountants. The
order applies to all activities listed as
essential by the War Manpower Commis
sion, which include accounting services
supplied to the war-production program
and other activities essential to the support
of the war effort. The order prohibits
changes of employment from essential to
non-essential activities at higher compen
sation. Changes from one essential ac
tivity to another essential activity at higher
compensation are prohibited unless an em

ployment-stabilization program is in effect
in the area concerned and the change
would be consistent with such program.
Penalties for violation of this order are
heavy. Administration of the order is de
centralized, and in certain areas employ
ment-stabilization programs with varying
provisions are in effect. It appears, there
fore, that no professional accountant
should change his job, and no employer
should offer a new job to a professional
accountant not already in his employ with
out being fully satisfied that the provisions
of the order and regulations have been
complied with, which in most cases will
require consultation with the area, or re
gional administrator. Information on this
subject may be secured from local offices
of the United States Employment Service.
Respectfully submitted,
John A. Lindquist, Chairman
May 4, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants :

Gentlemen : Successive changes by the
War Manpower Commission and by Selec
tive Service Headquarters, in regulations
pertaining to Selective Service and the in
terpretation of the regulations, have re
quired continued and almost continual ac
tivity on the part of your committee on
accounting manpower. Members of the
committee and the secretary of the Insti
tute have had conferences at Washington
and elsewhere since the meeting of council
last May. Through special mailings to
members of the Institute, letters to presi
dents of state societies of certified public
accountants, and editorials in the columns
of The Certified Public Accountant and
The Journal of Accountancy, an effort has
been made to keep the profession informed
of developments in this important field.
The most important recent develop
ment for professional accountants in the
matter of Selective Service has been the
release of Selective Service System Local
Board Memorandum No. 115, as amended
August 16, 1943, including a list of critical
occupations. Copies of this memorandum

have been sent to all members of the In
stitute.
Certified public accountants, or their
equivalent, are included in this list. This
was accomplished only after unremitting
work by your committee. The difficulty of
distinguishing between accountants at a
professional level and those engaged in
routine activities, and the difficulty of re
lating the work of professional public ac
countants to war production or other
essential activities, had convinced some
officials of the War Manpower Commis
sion that accountants should be dropped
from the list. Those in authority were ulti
mately convinced, however, that certified
public accountants, and non-certified ac
countants with comparable training, ex
perience, and responsibilities, should be
included in the category of critical occu
pations.
The result is that accountants who pos
sess certified public accountant certificates,
and those of equivalent training, experience,
or responsibilities, are now included in the
list of critical occupations; and profes
sional accounting services rendered to war
production or to other activities essential
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to support of the war effort are included
in the War Manpower Commission’s in
dex of essential activities.
The language of Local Board Memo
randa Nos. 115, 115A, and 115B indicates
a determination on the part of the War
Manpower Commission and Selective
Service Headquarters to encourage, more
vigorously than ever before, occupational
deferment for those on the critical list
who are in essential activities.
The inevitable differences of interpreta
tion and application by decentralized Selec
tive Service administration, however, re
main to be dealt with. Members of the In
stitute. have reported that Selective Ser
vice local boards, appeal boards, state di
rectors of selective service, and local offices
of the United States Employment Service
(which have been newly introduced as
agencies for evaluation, in certain cir
cumstances, of the qualifications of pro
fessional accountants), have made deci
sions in individual cases considered for
occupational deferment in a manner con
trary to your committee’s understanding
of the national policy as enunciated by the
memoranda to which reference has been
made. There seem to be two ways of
remedying this difficulty. First, through a
vigorous campaign of education of local
boards, appeal boards, state Selective Ser
vice Headquarters and offices of the United
States Employment Service, by state socie
ties of certified public accountants and their
chapters. For two years the Institute
through its committees has been going over
the same ground with various officials in
Washington, explaining why accounting on
a professional basis is essential to the war
effort; that qualified accountants cannot be
replaced; and, therefore, that occupational
deferment is proper, and necessary, when
trained and experienced accountants are
rendering services to war production or to
activities essential to the war effort. The
same ground must be gone over with every
local official who has authority to interpret
the regulations if equitable decisions are to
be expected in all cases; and that can be
effectively done only by the state organiza
tions of certified public accountants.
Second, if in individual cases local authori
ties make decisions which are not in con
formity with the policy enunciated by
National Headquarters of the Selective

Service System, such cases should be re
ferred to National Headquarters.
Inclusion of certified public accountants
or their equivalent in training and ex
perience, in the critical list was partly in
fluenced by the results of a survey under
taken at the Institute’s suggestion by the
National Roster of Scientific and Spe
cialized Personnel, which indicated a
shortage of trained and experienced ac
countants among the public accounting
firms of the United States. A report sum
marizing and interpreting the facts de
veloped in this survey is expected to be re
leased soon; when it is, it will be published
in The Journal of Accountancy.
A difficulty which arises in determining
whether or not an individual accountant
is eligible for occupational deferment is
an evaluation of his qualifications. Your
committee on accounting manpower has
suggested a description of an accountant
possessing training, experience, or re
sponsibilities equivalent to those of a cer
tified public accountant. This description
has been submitted to the presidents of
all state societies of certified public ac
countants and has been published in The
Certified Public Accountant for September,
1943. Copies have been sent to the War
Manpower Commission, of which the Se
lective Service System is a part.
Another difficulty is the development
and application of a standard by which
local boards may determine whether or
not, and to what extent, an individual ac
countant is rendering accounting services
to war production or to other activity
essential to support of the war effort, and
is, therefore, engaged in essential activity.
Your committee has made an effort, so
far unsuccessful, to find a generally ap
plicable answer to this question acceptable
to the War Manpower Commission. It
has been suggested that this question can
be answered only in the light of the cir
cumstances of each individual case. At least
one state official has been reported to have
held that an accounting firm and any of
its employees, to be considered essential,
must show that 100 per cent of the firm’s
clients are engaged in essential activity
to the extent of 75 per cent of their facili
ties. This seems to your committee a ridicu
lous and impracticable standard which nul
lifies the intent of the regulations. On the
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other hand, an office of the United States
Employment Service, in another city, is
reported to have stated that as a rule of
thumb it had adopted a rule that if 50
per cent or more of the work of an ac
counting firm was done for clients in war
production or other activity essential to
support of the war effort, the firm itself
would be regarded as in essential activity.
These illustrations of the divergencies of
interpretation that result from decen
tralized administration emphasize that the
problem of local application of the na
tional policy must be worked out in each
locality. The committee cannot too strongly
urge that members of the council and the
presidents of the state societies take im
mediate action in that direction.
Local offices of the United States Em
ployment Service have become of increased
importance to the profession not only be
cause Local Board Memoranda Nos. 115A
and 115B designate them as the agencies to
evaluate claims for deferment by Selec
tive Service registrants in critical occu
pations, but also because under War Man
power Commission Regulation No. 7, local
United States Employment Service offices
will control employment in essential activi
ties, and in some localities will be the
agency of the War Manpower Commis

sion that will be called upon to determine
whether or not individual accounting firms
are to be considered as engaged in an
essential activity; a further reason why it
seems important that state societies dis
cuss the problems involved with officials
of the United States Employment Service
offices.
A number of accounting firms have re
ported that they have filed replacement
schedules with their State Directors of
Selective Service and have been well satis
fied with the results. The Institute’s com
mittee on accounting manpower has made
no general recommendation with respect
to replacement schedules because of varia
tions of procedure in different localities
and in the circumstances of different ac
counting firms.
The staff of the Institute has continued
to cooperate in efforts to place accountants
already in the armed forces in lines of work
in which their professional training could
be utilized.

Respectfully submitted,
John A. Lindquist, Chairman
Frank Wilbur Main
Leland G. Sutherland

October 15, 1943

Reports of the Committee on Government Audit of Contractors’ Costs
MIDYEAR REPORT

To

the Council of the
American Institute of Accountants :

Gentlemen : This committee is an out
growth of that which was known last year
as the committee on cooperation with the
Fiscal Division, Headquarters, Services of
Supply, War Department. The change in
name is merely a recognition of the fact
that the committee’s activities were not
confined to the War Department alone.
While the chief work of the committee
has continued to be with the War De
partment, it has had contacts with and
been consulted by the Navy Department.
Close cooperation on cost and audit matters
between the War and Navy Departments
and the fact that these problems in each
department are in the hands of profes

sional accountants of the highest standing
are conducive to the utilization of the ser
vices of the committee by either depart
ment if the occasion arises.
Since the last report, the committee has
been asked by Major General Arthur H.
Carter and his associates to consider and
advise with respect to a number of specific
cost interpretations applicable to CPFF
supply contracts for the guidance of the
War Department. Eleven such interpreta
tions have since been issued by the Fiscal
Division. While such cost interpretations
must of necessity be made in the light of
requirements of the War Department, the
fact that a procedure has apparently been
established whereby views of the profes
sional accountant are obtained before the
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interpretations are issued, seems to us to
be quite significant.
More recently, the committee has been
asked to consider drafts of a War Depart
ment manual for administrative audit of
termination claims of fixed-price supply
contractors. This manual will deal with
the audit and accounting problems involved
in termination claims. The review of a
draft of this manual was made in the
course of a two-day committee meeting
in Washington with representatives of the
War Department. This meeting, in addi
tion, gave consideration of policies either
necessary for the practical working out of
the audit procedures or necessary to im
plement those procedures. Termination
claims are certain to involve difficult ac
counting problems and determination of
proper cost accounting practices. It is be
lieved that a means can be found whereby
the profession can participate in an ad
visory or consulting capacity as such points
are resolved by the War Department and
other procurement agencies. The committee
believes it highly important to the govern
ment in the interest of prompt settlement
that the pronouncements on accounting or
cost practices be determined in the light
of generally accepted accounting principles
and a full knowledge of business practices.
The committee addressed a letter to the

War Department, giving its recommenda
tions. A copy of this letter is appended
hereto and made a part of the report.
In a somewhat different field, the com
mittee was asked to consider how the In
stitute might be of assistance to the Air
Forces with respect to the audit programs
being followed by their representatives in
the audit of major CPFF contracts, espe
cially as to the examination of internal con
trols and the effect thereof on audit pro
cedures. After some difficulty, it appears
that the use of public accounting firms in
that connection may be attempted on a
limited basis. If successful, this may lead
to an extension of this service to additional
projects, although the shift in emphasis
from CPFF contracts to fixed-price con
tracts, as manufacturing becomes stabi
lized, may reduce the need for such help.
The pleasure which the members of the
committee have had in working on these
matters has been due in no small part to
the welcome accorded the committee by
General Carter and the other professional
accountants in the Fiscal Division of the
War Department, and those in the Navy
Department.

Respectfully submitted,

George D. Bailey, Chairman
May 1, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants :
Gentlemen : The activity of the com
mittee since the spring meeting of council
has been devoted entirely to problems con
nected with termination of government con
tracts. It had an additional opportunity to
present its views on the War Department
accounting manual for use in connection
with termination of contracts, before the
manual was issued.
The recommendations of the committee,
as reported to the last meeting of council,
concerned chiefly matters of procedure and
administration rather than accounting prin
ciple, but were pointed to the accounting
and auditing problems thereof. Procure
ment Regulations No. 15, as issued by the
War Department do not deal specifically

with many of those problems, partly be
cause they involve interdepartment rela
tionships, partly because the answers have
not been worked out, and partly because,
it seems to us, the importance of the ac
counting and auditing involved is not yet
recognized. Representatives of the com
mittee have had the opportunity of dis
cussing termination problems with repre
sentatives of the War and Navy Depart
ment, and expect to have further oppor
tunities to present the views of account
ants on those points.

The preparation of termination claims
presents a distinct challenge to the ac
counting profession. It is obvious that there
is no probability that claims can be pre
pared and certified by certified public ac
countants and accepted by governmental
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agencies as final and binding without fur
ther review. The independent public ac
countant, however, will be called upon by
his clients to advise in the preparation of
termination claims, and in many cases to do
the actual work of preparation. In other
cases he may be asked to sign a report
thereon. It seems to the committee that the
future standing of the profession will be
immeasurably affected by the willingness of
the profession now to assume the responsi
bilities that go with such opportunities,
first, to be thoroughly familiar with the
rules and regulations and manuals of the
procurement services, and second, to be as
completely independent and objective in
this work as in any other work to be sub
mitted to third parties.
It is the belief of the committee that the
American Institute of Accountants has an
obligation (1) to do everything it can to
help to familiarize the profession with the
governmental requirements for the prep
aration of termination claims and (2) to

suggest auditing standards properly ap
plicable in the circumstances that account
ing work may be kept to a minimum.
The committee recommends that the In
stitute undertake an extensive campaign of
information during the next few months.
The committee on auditing procedure has
been considering standard auditing pro
cedures and will undoubtedly report there
on.
The committee intends to make addi
tional or revised suggestions with respect
to the accounting and auditing aspects of
the termination problem to the govern
mental departments or agencies concerned
therewith as soon as practicable.

Respectfully submitted,
George D. Bailey., Chairman
Samuel J. Broad
John B. Inglis
Charles W. Jones
Donald M. Russell
October 18, 1943

Reports of the Committee on Methods of Limiting War Profits
MIDYEAR REPORT

To the Council of the
American Institute of Accountants:

Gentlemen: Your committee has un
dertaken no sponsorship of methods of
limiting war profits; it has been alert to
observe trends, has kept its finger on the
pulse of developments in Washington, and
has maintained reasonable contact with
representative industrial trade associations.
Contacts

Price Adjustment
Boards
Members of the committee have re
peatedly visited Washington and also have
conferred with representatives of the price
adjustment boards while in New York.
Conferences have been held with Mr.
Karker and others in the War Depart
ment, and with Mr. Rockey and others in
the Navy Department, discussing reactions
and doubts observed among industrialists,
and seeking disclosure of the evolving ad
ministrative policies of the price adjust
ment boards. Similar conferences have been
held with Carman G. Blough of WPB,
who is liaison member of all price adjust
with

ment boards. Incidentally, an article for
publication in The Journal of Accountancy
[March, 1943, issue] was obtained from
him.
Uniformity of Procedure
It was difficult until recently to pierce
the veil of mystery shrouding the ad
ministration of the Act. Obvious differences
of approach and policy existed as between
the War and Navy Price Adjustment
Boards, which justified the public criticism
of lack of uniformity. While admittedly
the very purpose of renegotiation is to
afford recognition of the diversity between
industries and the variations within them,
making complete uniformity and certainty
impossible, there is every reason to demand
basic uniformity as to the purposes, prin
ciples, policies, and interpretations of the
Act. This has been accomplished now by
the cooperative efforts of the boards
through the joint statement issued March
31, 1943, by the four departments. The
committee considered this document of
such importance that it had reprints made
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for distribution to members of the Institute
early in April in order that they might be
informed as promptly as possible. In some
small measure, the committee believes that
it has fostered this development.
Initial Reporting

During December, 1942, the committee
studied with care a form of “Proposed
Return of Information for the Purpose of
Determining Excessive Profits Subject to
Renegotiation,” which followed largely the
outline of the federal corporate income-tax
return. While the approach seemed logical,
the form was far too elaborate to en
courage voluntary compliance. It was in
tended to enable elimination of cases
clearly not subject to renegotiation by
reason of character of business or nominal
profits, whereas the form required prac
tically all the information needed to reach
a renegotiation conclusion. The time re
quired to prepare it would have been
grossly disproportionate to its intended
use.
The committee recommended instead an
initial inquiry reduced to seven questions:
(1) Financial statements for the year,
preferably certified.
(2) Brief description of company’s busi
ness.
(3) Statement of company’s participa
tion in war effort; whether it had any
contracts with the four departments, for
production of, or service upon, any articles,
with brief description thereof; similar
data as to other sales having war end-use.
(4) Statement of income showing sep
arately: cost of sales, selling and advertis
ing expenses, administration expenses,
profits before federal taxes on income, any
reserves not currently deductible for tax
purposes, and any other specific reserves
of special significance.
(5) A general estimate of proportion of
sales completed and paid prior to April
28, 1942, or otherwise not subject to rene
gotiation, and a statement of bases of ap
portionment made.
(6) Statement of approximate amount
of profit on CPFF contracts, if any.
(7) Reconciliation of income shown in
accompanying statement with that re
ported for taxable income.
Finally, the recommendation was made
that whatever initial reporting might be
devised should be uniformly adopted by
the four departments. Just recently the

price adjustment boards jointly adopted an
initial mandatory report (24-19082) which
in general follows the foregoing recom
mendations.

Extension of Forward Pricing
Contracts
In February and early March of 1943,
at the request of our president, Mr. Olive,
who is a member of the War Department
Purchase Policy Advisory Committee, your
committee considered and disapproved ex
tended adoption of quarterly price adjust
ment in lieu of renegotiation, deeming it
impractical in complex situations involving
varied products and intricate cost alloca
tions. While these forms of “forward pric
ing” contracts have had some introduction
by Ordnance, they have been developed to
apply to articles in respect of which it is
assumed that adequate and accurate cost
data are currently available. As to such
articles, the contract proposes a price to
remain fixed for three or four months,
at the end of which time a new and re
duced price will be fixed based on actual
costs for the preceding period, but per
mitting the contractor to retain cost savings
of such prior period; contemplating also a
close price with a narrow margin, and re
liance upon managerial and engineering
skill to improve methods and efficiency.
The April 15, 1943, NACA Bulletin has
an interesting outline of the system. View
ing current trends realistically, it is rec
ognized that very few companies maintain
costs sufficiently detailed to meet such re
quirements. In addition, internal operating
reports are now increasingly delayed. Ac
cordingly, the committee recommended
that the proposal be restricted to appro
priate cases where contractors confidently
believe they are able to meet periodic de
mands for costs satisfactorily and ex
peditiously.

Renegotiation v. Percentage
Limitation
In all of its contacts, the committee has
continued to support the concept of rene
gotiation as opposed to fixed-percentage
limitation of profits, in accord with the
resolution adopted by the executive com
mittee of the Institute. This does not imply
that there may not be further improve
ments in the administration of the Act.
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Renegotiation, the committee believes,
has come to stay for the duration (or per
haps longer). Opposition to it as a whole
seems to have reduced in scope and in
tensity. Businessmen still express dissatis
faction with a policy which precludes re
liable forecasts of profits and which in
volves the uncertainties inherent in such
a flexible device, but the committee be
lieves that despite these uncertainties, the
principle is preferable to any alternative
method of fixed-percentage limitation of
profit that has yet been proposed.

Impending Amendments
The committee foresees efforts in the
near future to effect amendments of the
Renegotiation Act, running the gamut
from outright repeal to amendments which
will further restrict the volume and char
acter of business subject to renegotiation.
The Johnson Bill
Legislation has been introduced in the
Senate (S-992) proposing to exclude from
renegotiation war business of less than
$500,000 in a fiscal year instead of the
present limitation of $100,000. This bill
has been sponsored by Senator Johnson
of Colorado, and is to be known as the
Renegotiation of War Contracts Act of
1942. Among other things it requires that
every business with sales in excess of
$500,000 shall file such statements of ac
tual costs of production and such other
financial statements for each expired fiscal
year beginning after December 31, 1940,
in such form and detail as the Secretaries
shall prescribe by joint regulation. The
bill also provides that within one year
of such filing the Departments may give
notice that profits are considered excessive
and shall fix a day for initial conference
within sixty days of such notice; if such
notice of initial conference is not given
within sixty days of notice that profits are
considered excessive, the contractor shall
not be required to renegotiate, and in the
absence of notice that profits are deemed
excessive, no renegotiation shall be started
more than one year after the close of the
fiscal year. The bill contains no amend
ment extending existing interpretations of
non-renegotiable business.

Postwar Reconversion
The committee urges that allowance of
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provisions for postwar reconversion and
similar reserves should be strongly advo
cated. The matter is one of sound account
ing practice, affecting not only renegotia
tion but primarily taxation. The price
adjustment boards disallow such charges
on the plea that the necessity for recon
version may never occur; that the nature,
extent, and cost is too conjectural to war
rant present determination; and that the
unknown duration of the war precludes
accurate estimate. Also, they protest that
in order to make such provisions really
effective they would have to allow provi
sions four or five times as large as that
actually required; because, if renegotia
tion don’t get you, the tax man must. The
first essential step to obtain this relief for
business is to bring about a change in the
Internal Revenue Code. If this were done,
it seems probable that the price adjustment
boards could be induced to grant related
recognition without legislative mandate.
Opinion in Washington gives some hope of
change. The Truman committee has re
ported favorably, saying:
“Sound national policy requires the en
couragement of manufacturers to set up
such reserves, and that somewhat more
liberal allowances of profit margins might
properly be made to contractors who
create reasonable reserves of this char
acter than are allowed to contractors who
spend or distribute all profits as they are
earned.”
The Senate Finance Committee has
shown some interest; WPB, the Treasury,
and the price adjustment boards have par
ticipated in studies.
The committee also suggests that the
first $500,000 of sales under government
contracts in any one fiscal year be excluded
from renegotiation, regardless of how
large the total amount of sales may be.
The Johnson bill would exclude only sales
of any company which aggregate less than
$500,000. Our suggestion would extend
the exemption to all contractors alike.
It is also suggested that renegotiation
should allow special amortization covered
by certificates of necessity, and should
specifically require subsequent refund to
contractors of sums reflecting revised spe
cial amortization if duration is less than 5
years as an adjustment of any excessive
profits determined previously under rene
gotiation.
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Hearings in Washington
The committee stands ready to appear
at hearings in Washington, to deal with
matters involving accounting aspects of
profit determination, implications of fixedpercentage limitation as opposed to rene
gotiation, or postwar reconversion costs,
etc., and seeks authority from the council
to do so.
The chairman of the committee partici-

pated in the recent Wartime Accounting
Conferences sponsored by the Institute in
cooperation with state societies, for the
purpose of acquainting the profession with
the activities of the Institute’s wartime
committees.
Respectfully submitted,

Victor H. Stempf, Chairman
May 10, 1943

ANNUAL REPORT

To the Council of the
American Institute of Accountants :
Gentlemen : The midyear report of the
committee set forth the relations estab
lished with price adjustment boards in
Washington, and described the documents
and report forms reviewed by the com
mittee at the request of such boards. The
report stressed postwar reconversion re
serves, urging allowances for such purposes
on grounds of sound accounting practice
affecting both renegotiation and taxes.
The committee has continued to advo
cate postwar-reserve allowances, in dis
cussions and correspondence with repre
sentatives of price adjustment boards, Con
gressmen, Senators, and Treasury officials.
Interest in the subject has also been
aroused and maintained in appearances be
fore meetings of state societies, trade asso
ciation committees, and otherwise. The
matter was also one of the several topics
presented during the series of Wartime
Accounting Conferences sponsored by the
Institute in cooperation with state socie
ties during the spring of the year.
At the midyear meeting, the council au
thorized the committee to appear at hear
ings in Washington, to deal with account
ing aspects of profit determination, impli
cations of fixed-percentage limitations as
opposed to renegotiation, and postwar re
conversion costs. No such formal appear
ance has been made; but in retrospect the
committee regrets that it did not seek an
opportunity at the hearings conducted by
the House Naval Affairs Investigating
Committee during June, 1943.
The published report of those hearings
on renegotiation covers some thirteen hun
dred pages, from which one gleans a rather

sorry picture of contradictory evidence of
transparent self-interest, instead of a
sound demand for the determination of
genuine profits. The report reeks with
pleas for subsidy or other handout in ex
pectation of a calamitous postwar period;
and it confuses funding and operating
reserve aspects of postwar reconversion
problems. The report presents a series of
pet theories regarding the funding of
future costs, instead of sticking to sound
accounting principles regarding present
allowances for costs inherent in the war
effort. Without such provisions the basis
for taxation and renegotiation is seriously
overstated; such profits are fictional in
stead of genuine.
In September, the General Counsel of
the House Committee on Naval Affairs
Investigating the progress of the War
Effort, prepared a report, printed for the
use of the committee; but that report
was not adopted (with some revision) until
October 7, 1943, and then committed to the
Committee of the Whole House on the
State of the Nation, and ordered to be
printed. The report should be read by
everyone interested in renegotiation. It
summarizes the conclusion drawn by the
Naval Affairs Committee from the evi
dence presented at the hearings. It deals
with the background, accomplishment, or
ganization, extension, administration, and
principles of renegotiation. It discusses
renegotiation versus taxes, and presents
an involved dissertation on postwar recon
version costs. The conclusions are reflected
in extensive recommendations.
In general, the recommendations affirm
that the Act should not be repealed, and
that there should be no blanket exemption
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of “standard commercial articles.” The
report disapproves the creation of one over
all price adjustment board, but favors
cooperative policy-making between the de
partments; it retains the “before-tax” base
and alleges that renegotiation is not the
proper vehicle for postwar readjustment.
It shifts that problem into other channels
recommending prompt termination settle
ments, government payment of appropriate
reconversion costs when ultimately in
curred, prompt payment of postwar excessprofits-tax refunds, and immediate pub
licized government studies of postwar
economic prospects.
As to amendments of the Renegotiation
Act, the report of the Naval Affairs Com
mittee recommends: (1) accelerated statu
tory limitation of renegotiation, requiring
closings within fourteen months after be
gun; (2) compulsory annual information;
(3) the $500,000 limitation, with a reser
vation enabling renegotiation of profits on
lesser government sales where uncon
scionable profits appear; (4) the addition
of the War Shipping Administration and
Agriculture Department to those author
ized to renegotiate, and bringing presently
exempt lend-lease contracts under control;
(5) bringing all contracts of the Treasury
Department under the Act; (6) clearer
definition of general standards followed in
renegotiation; (7) judicial review of uni
lateral determination; (8) disclosure of
contingent-fee relationships in furthering
renegotiation; (9) disclosure to contrac
tors of reasons and bases of recoveries
claimed, and publicity concerning such set
tlements within limits of war censorship
and without imposing competitive hardship
upon contractors.
Concerning postwar reserves, the chair
man of your committee prepared a criti
cism of the Naval Affairs Report, a sum
mary of which was published in the Jour
nal of Commerce of September 22, 1943.
Copies of the article were sent to selected
Congressmen and Senators, the Treasury,
and Bureau of Internal Revenue.
The original draft of the Naval Affairs
Report ran afoul of the profession’s public
relations interests by casting an implica
tion of unreliability upon reports of inde
pendent auditors. The offending section
read as follows:
“We were somewhat disturbed to find
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that the departments do not make more
searching audits (review) of the records
(expenditures of contractors. Title XIII
of the Second War Powers Act, 1942, and
Executive Orders issued by the President
thereunder, give them full audit and in
spection power over the books and records
of government contractors. Yet the de
partments stated that, so long as the con
tractors’ financial statements have been
prepared by reputable auditors, no effort
is made to verify them, and they are ac
cepted at face value. A highly reputable
accounting firm was employed by Mc
Kesson & Robbins, yet that employment
merely served to sanctify a fraud. In view
of the fact that one of the prime functions
of renegotiation is the scaling down of
prices by the disallowance as charges to
the government of improper items of cost,
we think that the large auditing and ac
counting staffs employed by the price ad
justment boards should devote more of
their time to making a careful inspection
(examination) of the facts upon which the
financial statements submitted by the con
tractors are based.”
In the final report (identified as House
Report No. 733) the italicized words in
the foregoing quotation were deleted and
the words in parentheses were added, as a
result of prompt objection and personal
conference with the general counsel of the
Committee. It is deemed important to
meet such aspersions promptly and
squarely, lest they find their way casually
into diverse records, only to rise and
plague us subsequently.
The committee on limitation of war
profits has before it, now, a proposal to
seek an appearance before the Senate
Finance Committee, where the amend
ments of the Renegotiation Act will ulti
mately be considered before enactment into
law. The proposal contemplates particular
emphasis upon the subject of postwar re
serves. Other topics, if any, will await the
conclusions of the House Ways and Means
Committee, which has also held hearings.
It is known that the recommendations of
the Naval Affairs Committee are being
considered, item by item, by a subcom
mittee which will submit a report to the
House Ways and Means Committee as
a whole, in due course.
On July 1, 1943, by rider on the Mili
tary Establishment Appropriation Bill, the
Renegotiation Act was amended to include
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the Defense Plant Corporation, Metals
Reserve Company, Defense Supplies Cor
poration, and Rubber Reserve Company
among the departments authorized to rene
gotiate war contracts. Also, on July 14,
1943, Public Law 149 was enacted, sub
jecting commission brokers and agents to

the provisions of the Renegotiation Act.

Respectfully submitted,

Victor H. Stempf, Chairman
George D. Bailey
Prior Sinclair
October 15, 1943

Report of the Committee on Priorities and Allocations
MIDYEAR REPORT

To the Council of the
American Institute of Accountants :
Gentlemen : The committee on priori
ties and allocations was appointed by the
president in November, 1942. Its functions,
as set forth in the December, 1942, issue
of The Journal of Accountancy, are as
follows:
“This committee shall offer to work
with the War Production Board in im
proving the forms and the system utilized
for control and allocation of critical mate
rials, and shall formulate recommendations
regarding record-keeping by industrial
companies which will facilitate the opera
tion of the system.”
Since the committee’s appointment two
major developments have taken place in
the priorities and allocations system. These
developments are the Controlled Materials
Plan and the Consumers’ Goods Inven
tory Limitation Order L-219. While these
two control devices have been under con
sideration for some time, they will both
be put into actual operation during the
second quarter of 1943.
The Controlled Materials Plan is an
elaborate system designed to control the
flow of scarce materials into production
and to control the amount of inventories
of such materials. The chief feature of
this plan is the allotment of basic mate
rials (copper, steel, and aluminum at the
outset) to manufacturers on the basis of
approved production schedules, in the light
of the available supply of these materials.
Allotments are issued by thirteen claimant
agencies to so-called prime consumers who
pass on such allotments to secondary con
sumers and suppliers of raw materials.
It is hoped that this plan will remedy the
basic defect of the Production Require
ment Plan which permitted the fabrication

of parts of essential end-use war products
out of proportion to the production of
other parts needed for the same end-use
products.
Limitation Order L-219 is designed
primarily to limit inventories of so-called
consumers’ goods by placing restrictions
upon the receipt of such goods during a
given quarter whenever a merchant’s ac
tual inventory exceeds a determined in
ventory limit. Where this latter situation
exists merchants are required to file re
ports with the War Production Board.
This Order was deemed necessary by rea
son of an inequitable distribution of avail
able consumers’ goods among various mer
chants throughout the country.
While the basic framework of the afore
mentioned two control devices was already
well established at the time this committee
was appointed, the committee has con
ferred with representatives of the War
Production Board on one aspect of the
Controlled Materials Plan. On this occa
sion the members of the committee re
viewed a proposed Consumer Allotment
Accounting Manual which was prepared
by the Controller Division of War Pro
duction Board’s Distribution Bureau. The
purpose of this manual is to suggest to
industry the manner in which each indi
vidual business may keep records of allot
ments received, passed on, and utilized.
At the meeting the details of the plan and
the manual were discussed, some sugges
tions for improvements were made, and
the committee was requested to make a
further study and submit its recommenda
tions in writing.
Under date of January 30, 1943, your
committee submitted a report to Leonard
O. Zick, Assistant Deputy Director Gen
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eral, War Production Board, which re
viewed the draft of the Consumer Allot
ment Accounting Manual dated January
9, 1943.
The committee met with representatives
of the War Production Board, considered
the record-keeping necessary under the
Controlled Materials Plan, and, follow
ing this meeting, reviewed the draft of
the manual and prepared and submitted
the report above noted. This report was
cordially acknowledged by Mr. Zick who
stated that many of the suggestions of the
committee were being incorporated in the
revised manual.
Since that time, with the internal re
organization in WPB and the resignation

of Mr. Eberstadt, Mr. Zick also has re
signed and we have had no further re
quests for assistance on the handling of
priorities and allocations.
The members of this committee hope to
cooperate with representatives of the War
Production Board concerned with priori
ties, in the future, on such problems of an
accounting nature as may from time to
time develop.

Respectfully submitted,

C. Oliver Wellington, Chairman
Frederick H. Hurdman
Albin D. Strandberg

April 26, 1943

AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION

Report of the Board of Trustees
To the American Institute of
Accountants Foundation :
Gentlemen: Your board of trustees
has held two meetings since the annual
meeting in October, 1942.
Income from the Foundation, amount
ing to $2,979, derived from interest on the

capital fund, has been contributed toward
the support of the Institute’s library as in
the past, with the exception of $189, which
has been paid in fees to a securities cus
todian.
Following are the changes in the se
curities of the Foundation during the past
fiscal year:

Sold
$5,000 Baltimore and Ohio Railroad Company, 5-year secured notes 5%,
1944, at 84...................................................................................... $4,185.00
Purchased
$5,000 United States War Bonds, Series “G”................................................. $5,000.00

Respectfully submitted for the board of trustees,

George S. Olive, Chairman
October 18, 1943

AMERICAN INSTITUTE BENEVOLENT FUND, INC.

Report of the Board of Trustees
To the American Institute
Benevolent Fund, Inc.:
Gentlemen : During the fiscal year
ended August 31, 1943, the American In
stitute Benevolent Fund, Inc., received in
the form of contributions, income from in
vestments, and interest on savings bank
deposits, $6,144, During the year the Fund

extended assistance to members of the
Institute in the amount of $2,400, and ex
pended $75 for stationery, printing, post
age, and general expenses.
Contributions to the Fund were $5,986,
an increase of $1,700 over the previous
year. The principal fund August 31, 1943,
was $12,089.
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The statement of assets of the Fund as
of August 31, 1943, and August 31, 1942,
and an analysis of the increases and de
creases of the principal fund during the
two fiscal years is submitted as a supple
ment to this report.
As in recent years, a special letter was
sent to all members of the Institute with
the bills for membership dues September
1, 1943. Up to October 15, 1943, 758 mem
bers and associates had responded, with
contributions totaling $6,454.50, in com
parison with 605 members and associates
who contributed $4,627.50 in the same
period last year. Last year your board of
trustees was able to report that an increas
ing number of members had participated
in this work of the Institute, and it is our

earnest hope that this year will find an
even larger number of members taking an
interest in the Fund, so that in the future,
when demands are expected to increase,
there will be a sufficiently large principal
in the Fund to meet the needs of those
members who may require assistance from
the Fund.
Respectfully submitted,

John B. Niven, President
Samuel J. Broad, Treasurer
Charles B. Couchman
John F. Forbes
Frederick H. Hurdman
Robert H. Montgomery
C. Oliver Wellington
October 15, 1943

Balance-sheet
Year ended August 31

Assets
Cash:
Bankers Trust Company.......................................................................
Savings banks...........................................................................................
Investment (market value August 31, 1943 — $8,157 — August 31,
1942 —$3,048)......................................................................................
Total assets..................................................................................

1943

1942

$ 1,312
2,807

$ 2,693
2,757

7,970
2,970
$1'2,089 $ 8,420

Statement of Principal

Receipts during the year:
Contributions.................................
Contributions special purpose..............................................................
Income from investments.......................................................................
Interest on savings bank accounts.......................................................
Repayment of loan..................................................................................
Payments:
To members for assistance....................................................................
Stationery and printing.........................................................................
Postage...................................................................................................
Fees to securities custodian..................................................................
Miscellaneous........... .........................................................................

$ 5,255 $ 4,186
731
100
108
90
50
49
—
100
$ 6,144 $ 4,525

$ 2,400
50
17
5
3
$ 2,475
Net income for the year............................................................................. $ 3,669
Add balance at beginning of the year.......................................................
8,420
Total principal fund, perstatement of assets, above . . $12,089

$ 2,500
55
—
4
—
$ 2,559
$ 1,966
6,454
$ 8,420
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Report of the Advisory Council of State Society Presidents
To the Council of the
American Institute of Accountants :

Gentlemen : In accordance with the
recommendations made to the council of
the American Institute, Frank A. Gale was
appointed in 1943 assistant secretary to
assist the chairman and secretary of the
Advisory Council. The aid given by Mr.
Gale during the past year has been very
effective and has relieved the chairman and
secretary of the Advisory Council of much
detail.
Each state society president, when elected,
received a digest of the activities of the
Advisory Council throughout its existence.
At the same time, request was made of
the newly elected state society presidents
for suggestion as to how the Advisory
Council could improve its activities and
its service to the Institute.
At the 1943 session, thirty-seven states
were represented either by state society
presidents or representatives. In addition,
a number of past presidents of state socie
ties and other members of the Institute
interested in the subjects to be discussed
were present.
Due to illness in his family, the secre
tary, Eric P. Van, was unable to attend
the meeting; thereupon, the Advisory
Council unanimously elected John Wise
man of West Virginia acting secretary for
the meeting.
The desirability of coordinated CPA
legislation was discussed. T. Dwight Wil
liams, chairman of the committee on state
legislation of the Institute, reviewed the
problems encountered by that committee
in its efforts to obtain coordinated CPA
laws throughout the country.
Roy Andreae, president of the Illinois
Society, discussed the provisions of the
recently enacted Illinois laws, and Robert
S. Warner, past president of the Missouri
Society, discussed various features of the
Missouri law recently enacted in that state.
The general discussion which followed
developed the fact that there is a decided
difference of opinion with respect to the
advisability of recommending regulatory
legislation in many of the states. It would
appear that until this thought is crystalized,
so that the Institute may take a definite

position on the best type of regulatory
legislation to be recommended, the Insti
tute should continue its present policy of
close cooperation with those states where
new CPA laws are being introduced in
state legislatures.
It was the consensus of those present
at the meeting that the Institute should
continue its efforts to secure coordination
of CPA laws, and that it was desirable
that the Institute prepare model laws
both for non-regulatory and regulatory
legislation. These could be submitted to
state societies as a guide when new legis
lation is being considered.
George D. Bailey, chairman of the com
mittee on government audit of contractors’
costs of the American Institute, discussed
briefly the subject of war contract termina
tion and urged the state society presidents
to do everything in their power to hold
meetings throughout the year on this sub
ject. He pointed out the added responsibili
ties placed upon accountants and that much
would depend upon their ability to main
tain their independent position with regard
to the compilation of data in connection
with contract termination. It was the con
sensus of the meeting that Mr. Bailey’s
suggestion should be followed, and, where
ever possible, the Institute endeavor to
provide speakers on this subject when re
quested.
Victor H. Stempf, chairman of the com
mittee on public information of the In
stitute, discussed the subject of coordinated
public relations and urged all state socie
ties to develop public relations committees
to coordinate the public relations activities
of the Institute with those of the state
societies. It was the consensus of those
present at the meeting that this cooperation
was very desirable both for the present
and future progress of the profession, and
it was urged that all state society presi
dents endeavor to establish in their state
societies such committees; also, that the
assistant secretary of the Advisory Council
communicate with those state society presi
dents who were not able to attend or were
not represented at the meeting and urge
them to further this activity in their socie
ties.
Clifton H. Morris, chairman of the
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nominating committee of the American In
stitute for its 1943 meeting, appeared be
fore the Advisory Council to discuss the
importance of the members of the Institute
in the various states replying to the request
of the nominating committee for the names
of members in their states whom they be
lieve are well qualified. Mr. Morris re
ported that the response to these requests
represented only 17 per cent of the mem
bership of the Institute, and that in one
state only 5 per cent of the members re
sponded to the request of the committee.
It is evident that this does not give the
nominating committee the information it
requires to enable it fully to discharge its
duties in a satisfactory manner. It was the
consensus of those present that the request
of the nominating committee should be
brought to the personal attention of every
state society president when these requests
are forwarded to members by the nominat
ing committee. It was considered desirable
that the state society presidents contact
the Institute members in their states and
urge them to respond to the request of the
nominating committee, the procedure to be
followed in accomplishing this objective
to be left to the judgment of the state so
ciety president.
Papers were submitted by Thornton G.
Douglas, president of the California So
ciety, and Donald M. Russell, president of
the Michigan Association, on the subject of
experiences with wage and job stabiliza
tion. It was suggested that these papers
might be of general interest to all of the
members of the Institute and that, if space
permitted, they be published in The Jour
nal of Accountancy.

The nominating committee of the Ad
visory Council presented the following can
didates, who were elected by unanimous
vote.

Chairman—Donald M. Russell, Michigan

Secretary—James Archibald Leach, Jr.,
Virginia
George S. Olive, president of the Insti
tute and chairman of the Institute’s com
mittee to study the question of coordina
tion of the state and national organizations,
submitted a report to the Advisory Council
setting forth the results of a meeting of

that committee held October 17, 1943. He
reported that it appeared obvious that this
committee could not expect to develop a
definite program in a short period of time.
One of the subjects discussed by this com
mittee, which was brought to the attention
of the Advisory Council, was the desir
ability of establishing a bureau within the
Institute, the primary duty of which would
be a special staff, which would keep in
close contact not only with the state society
officers but with all the committee chair
men of state societies. Mr. Olive esti
mated that such a service to the state so
cieties would cost approximately $15,000
per year, and stated the Institute is not
presently able to meet such an expenditure
if the establishment of this bureau is con
sidered desirable. He also advised that this
was in a formative stage and would be
given further consideration by the commit
tee when developing its more definite pro
gram on this subject, and that such a
bureau might be established by the Insti
tute financing part of the costs and the
state societies contributing to its support.
The matter was discussed at some length
by the Advisory Council and a request was
made for a showing of hands of those pres
ent who would be willing to present to
their state societies the possibility of sup
porting this bureau by contributing an
amount of $1.00 per member. It appeared
to be the unanimous opinion of those pres
ent that they would be willing to present
this matter to their state societies and rec
ommend that they support this project
when developed. It was pointed out in the
discussion, however, that it might not be
necessary to call for an amount as high as
$1.00 per member, and that the amount
would be studied further by the committee
and a lower amount fixed if possible.
A report was received from Eric P. Van,
secretary of the Advisory Council, on the
subject of competitive bidding. The re
port indicated that there was a very wide
divergence of opinion on this subject among
the officers of the various state societies,
and that at this time it was not appro
priate for the Institute to press for a more
stringent rule on this subject. Upon mo
tion duly made, seconded, and unanimously
carried, the following recommendations
contained in Mr. Van’s report were
adopted by the Advisory Council:
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1. That this body go on record as being
opposed to the practice of competitive
bidding for accounting engagements.
2. That the present secretary (and this is
one job which he has agreed to do)
communicate with state society presi
dents, and urge them, where a specific
rule against competitive bidding is not
now in effect, to have placed on the pro
gram of the year’s activities for adop
tion by their respective societies a rule
corresponding to the present Institute
rule No. 14 to the end that those socie
ties which have adopted specific rules
will receive the courtesy of support in
their efforts, to which they are entitled
from brother CPA’s, and to encourage
other societies, which may have held
back, to adopt firm rules on the matter.
3. That each state society be asked to
formulate a program looking towards
the solution of its particular problem.
4. That a progress report be made a mat
ter of business at each meeting of the
Advisory Council.
It will be noted from the above that Mr.
Van, even though not continuing in office
as secretary of the Advisory Council, has
offered, because of the experience obtained
in making this study to follow up this
work for the Advisory Council.

Attention should be directed to the com
plete stenotypist’s report covering the dis
cussion of this subject, as some very im
portant points were brought out. One im
portant point discussed, which should re
ceive major consideration, was that cer
tain types of rules on competitive bidding
might be in conflict with certain federal or
state statutes and the state societies should
have advice of counsel before adopting a
rule on competitive bidding. There is con
siderable doubt in the minds of some as to
whether a stringent competitive bidding
rule would be to the best interests of the
profession.
Frank A. Gale, the assistant secretary
of the Advisory Council and assistant se
cretary of the American Institute, made
a report with regard to regional confer
ences. Mr. Gale advised that several of
these regional meetings had been canceled

during the past year and that the only sub
stitute therefor had been in the nature of
a series of wartime problem meetings.
These latter meetings were held by a small
number of the state societies at which ad
dresses were made on current wartime
subjects by officers and other representa
tives of the Institute. These meetings
could not be held by all state societies,
owing to the limited time at the disposal of
these speakers. Mr. Gale asked for an ex
pression of opinion of the Advisory Coun
cil with respect to the advisability of con
tinuing the regional meetings, or, if it was
preferable, for individual state societies
to hold these special meetings on wartime
subjects, which would be addressed by In
stitute members. Upon motion duly made,
seconded, and unanimously adopted, the
Advisory Council urged that whenever pos
sible regional conferences be continued
during this wartime period and be con
fined to the discussion of wartime problems
and subjects, and that every state society
president be advised of this action and
urged to cooperate with the Institute in
this regard.

Because of the interest shown by various
state societies in the problem now faced by
the Massachusetts Society with respect to
the preparation of income-tax returns be
ing considered the practice of law, E. Ober
Pride, president of the Massachusetts So
ciety, discussed the problem briefly and as
sured those present that counsel in this
matter for the Massachusetts Society and
counsel for the Institute were working to
gether on this problem.
Attention is directed to the stenotypist’s
report of this meeting which contains the
full discussions and many other suggestions
which should be given consideration.

Respectfully submitted,
Committee to report to the council of the
American Institute of Accountants
J. Arthur Marvin, Chairman
John Wiseman, Acting Secretary
J. A. Leach, Jr.,
Donald M. Russell

